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THE  ORIGIN  OF  THE  EIGHT-YEAR 
GENERATING  CYCLE 

SUMMARY 

The  persistence  of  the  eight-year  generating  cycle  in  England  for  one 
hundred  and  sixty  years;  the  congruence  of  the  eight-year  crop  cycles 
in  En^andy  France,  and  the  United  States;  the  persistence  of  the  eight- 
year  meteorological  cycles,  and  their  congruence  in  Europe  and  America; 
the  congruence  of  the  economic  and  meteorological  cycles  —  these  uni- 
f onmties  and  agreements  suggest  that  their  cause  must  be  sought  in  a 
coamical  cycle.  The  probable  cause  is  the  planet  Venus  in  its  eight- 
jFearly  periodic  motion  with  respect  to  the  Earth  and  the  Sun. 

I.  Economic  cycles,  2.  —  II.  Meteorological  cycles,  8.  —  III.  The 
of  the  eight-year  generating  cycle,  18. 


Generating  economic  cycles  are  to  be  described  as 
economic  cycles  that  have  their  origin  in  non-economic 
causes  and  become  the  originating  source  of  derived 
economic  cycles.  The  theory  of  generating  cycles  em- 
braces three  fundamental  inquiries:  first,  as  to  the 
existence  of  generating  cycles,  their  length,  amplitudes 
and  phases;  second,  as  to  the  ways  in  which  the  generat- 
ing cycles  work  out  their  rhythmic  effects  in  remote 
{biases  of  economic  life;  and  third,  as  to  the  cause  of 
generating  cycles.  In  other  essays  I  have  dealt  with 
the  first  and  second  of  these  divisions.  The  present 
paper  attempts  to  place  the  cause  of  the  ei^t-year 
geDerating  cycle. 
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2.  Cy«lei  In  tlM  yield  of  wliMi.  oats,  and  barley  in  the  DiikotM,  the  Uni^ 
Statee*  the  United  Kinidom,  and  Wanee. 

The  Dakota*:  y  -  3.20  tin  (H^^  +  03*  00.  origin  at  1882; 

The  United  Statea:  y  -  2.40  rin  (M^%  +  111*  270.  origin  at  1882; 

The  United  Kingdom:  y-  8.02  rin  (H^^  +  142*  00.  origin  at  1884; 

f^anee:  y-  2.17  ein  (^*l  +  202*  MO.  orifin  ftt  1870. 
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UpptrpAit:  AetaftlindnnninlMnofprieMof  thedzreprteentodTeoropt 

and  thm  indn  numben  of  prioM  foreoMt  from  the  index 
niimbera  of  the  yldd  per  eore  by  meene  of  the  formul* 
y  -  -  1.20fic  -  .02. 
Lover  pert:  Generetinc  ejrclee  of  the  sridd  per  acre  of  the  crope, 
y  -  1.6  +20.0 tin  (46*1  +  100*).  oricin  et  1882; 
Derived  eyclee  of  prieee  of  the  orope  computed  from  the  gea- 
ecatinc  osrdee  of  yidd  by  mcene  of  the  f ormule, 
y  -  -  1.29&S  -  .02. 

Uirou^out  a  long  interval  should  be  the  same  as  the 
cycle  that  is  obtained  directly  from  the  more  recent 
official  estimates  of  the  actual  yield  per  acre.  Figure  4 
shows  not  only  that  the  record  of  prices  in  Ekigland 
from  1760  to  1875  exhibits  a  clear-cut  cycle  of  eight 
years  in  the  yield  per  acre,**  but  also  that  the  cycle  is 


la.  flsure  4  ie  taken  from  "Genivatinc  Cyelee  Reflected  in  a  Century  of  Prioee, 
thli  Jovnal.  Ai«uet.  1021,  p.  520. 
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continuous  with  the  eight-year  cycle  which  is  estab- 
lished directly  from  the  official  estimates  of  the  crop 
yields  since  1884. 

The  theory  of  the  generating  cycle  also  requires  that 
the  movement  of  general  prices  should  follow  the  rhyth- 
mic changes  in  the  yield  of  agricultural  products.  As 
nearly  all  foods  are  derived  either  directly  or  indirectly 
from  the  farms,  and  as  eighty  per  cent  of  the  raw 
materials  of  manufactures  —  according  to  the  United 
States  census  of  1900  —  are  organic  raw  materials  pro- 
duced on  the  farms,  the  movement  of  general  prices 
should  reflect  the  rhythm  in  the  yield  of  the  crops. 
Here  it  became  possible  to  subject  the  theory  of  the 
relation  between  the  generating  cycles  of  crops  and  the 
movement  of  general  prices  to  a  searching  empirical 
test.  Sauerbeck's  index  niunbers  of  general  prices, 
covering  the  interval  of  nearly  a  century  between  the 
Napoleonic  wars  and  the  Great  War,  were  examined  by 
means  of  Fourier  analysis  with  a  view  to  discovering 
real  periodicities.  The  analysis  showed  that  if  there 
were  a  sequence  of  real  cycles  in  the  century  of  prices  in 
England,  the  most  probable  length  of  the  constituent 
cycle  was  appr(»dmately  eight  years.  When  this  cycle 
of  general  prices  was  computed  and  plotted,  its  graph 
was  f oimd  to  be  practically  congruent  with  the  graph 
of  the  yield  of  wheat  which  was  determined  indirectly 
from  the  record  of  wheat  prices  from  1760  to  1875,  and 
practically  congruent  with  the  graph  of  the  cycles  in 
the  yield  of  the  crops  which  was  determined  directly 
from  the  official  estimates  of  the  annual  yield  of  the 
crops  since  1884.    The  graphs  are  given  in  Figure  4. 
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taken  up  as  ranches.  East  of  the  mountain,  however, 
the  land  is  dry  and  barren,  and  long  distances  intervene 
between  watering  places.  ...  In  a  very  rugged  country 
like  that  about  Prescott  similar  differences  between 
east  and  west  moimtain  slopes  must  constantly  occur.'' 
The  longest  meteorological  record  in  the  Arizona 
pine  forest  was  begun  at  Whipple  Barracks,  near  Pres- 
cott, in  1867,  and  then  continued  at  Prescott,  which  has 
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Tittumm  5.  Cydw  in  the  raixifaU  and  in  the  growth  of  pinei  near  Prescott,  Ariaon*. 
Equation  to  the  rainfaU  cyde.  y  -  16.9  +  3.2  sin  {^^U  +  12r  120,  origin  at  1867. 

an  elevation  of  about  5200  feet.  With  the  variability  of 
rainfall  from  station  to  station  which  we  have  just 
noted,  and  with  the  change  of  the  meteorological  obser- 
vation from  Whipple  Barracks  to  Prescott,  one  would 
scarcely  expect  any  normality  to  be  revealed  in  this 
particular  rainfall  record.  An  examination  of  Figure  5 
is,  nevertheless,  surprisingly  suggestive.  The  top  graph « 
shows  the  relation  between  the  annual  rainfall  and  the 


4.  Tbe  top  graph  is  taken  from  ProfeMor  Douglaaa'  work,  p.  20 
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In  the  analysis  of  the  Sauerbeck  numbers  we  f  ound^  that 
the  eight-year  cycle  was  the  mean  of  two  cycles,  one  of 
about  8.7  and  the  other  of  about  7.38  years.  In  Figure  6 
the  smooth  graph  records  the  7.38-year  cycle  in  Sauer- 
beck's index  numbers,  and  the  '^dashed  graph,*  the 


OcuscrPMccs. 
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VtxxcmM  8.   Cyeles  in  the  reaidualt  of  S«uerbeck'f  index  numbera  of  general  wholesale 
prieee  in  England  and  in  the  growth  of  pinee  near  Flagstaff,  Ariaona. 

Bqvatloo  to  the  oyde  of  ptioca. :    y  «  8.1  ain  (f  U*'^  +  02^.  origin  at  1818; 

BqnatioB  to  the  cyde  of  growth.  :   y- .05  ain  (fH*'^  +  IST  570.  origin  at  1818. 

Douf^ass  7.3-year  cycle  in  the  Arizona  pines.  The  two 
graphs,  considering  the  errors  in  the  estimated  lengths 
of  the  cycles,  are  practically  congruent,  and  from  1867 
to  1910  the  Douglass  7.3-year  cycles  in  tree  growth  at 
Flagstaff  run  well  with  the  eight^year  cycles  in  the 
rainfaU  at  Prescott. 


The  dose  relation  between  meteorological  cycles  and 
crop  cycles  is  informingly  illustrated  in  the  crops 
of  the  spring-wheat  area  in  the  United  States.  In 
1916,  among  the  states  of  the  United  States,  North 
Dakota  ranked  first  in  the  production  of  spring  wheat, 

4a.  **  Generatii^  Cyelea  Reflected  in  a  Century  of  Prieea,**  in  thia  Jooraal,  Augoit, 

mi. 

A.  The  data  to  which  the  earele  waa  fitted  oovered  the  88  yeara  from  1818  to  1905 
takan  from  IVofewor  Doogiaaa*  work,  p.  113. 
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Starting  from  the  hypothesis  that  American  economic 
activity  is  largely  dependent  in  its  ebb  and  flow  upon 
the  prosperity  of  the  agricultural  Middle  West,  I  sought, 
in  an  euiy  study  '  of  meteorological  cycles,  to  discover 


Monthly  Rmnhu  m  inc  DMtonM.  mhtm^  jmi 
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Vmsumm  7.  Csrdw  in  the  ndnfall  ci  the  Dakota*,  of  the  Ohio  Valley*  and  of  Illinois. 
DakoU  cycle:  y  -  3.09  +  0.45  sin  (^4^^  +  84*  390.  origin  at  1882; 
Ohio  cycle:  y  «  41.2  +  4.13  sin  (^^^  +  310"  410.  origin  at  1839; 
niinob  cyde:  y  «  38.5  +  3.05  sin  i^i^U  +  241*  520.  origin  at  1870 

a  periodicity  in  the  rainfall  of  the  Mississippi  Valley. 
As  the  meteorological  records  were  much  longer  for  the 
Ohio  Valley  than  for  the  states  further  west,  the  rainfall 
of  the  Ohio  Valley  was  made  the  basis  of  the  first  ex- 
amination.   The  method  employed  was  a  test  of  the 

8.  Eeonomie  Cydea:  Their  Law  and  Cauae.  1914. 
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mately  congruent;  (2)  that  the  maxima  occur,  approxi- 
mately at  1850,  1858,  1866,  1874,  1882,  1890,  1898, 
1914,  and  are  therefore  sjmchronous  with  the  economic 
and  meteorological  cycles  already  examined. 

The  other  fact  that  I  take  from  Mr.  Clough's  paper 
refers  to  atmospheric  pressure  in  Eiu-ope.  ''Mauer 
(Archiues  dea  Set.  Phya.  Nat.,  Geneva,  May,  1918) 
called  attention  to  a  well-marked  periodicity  of  seven 
to  eight  years  in  the  winter  pressure  in  Central  Europe, 
with  maxima  as  follows:  1818-19,  1827-28,  1835-36, 
1843-44,  1850-51,  1857-58,  1865^^,  1873-74, 1881-82, 
188&-90,  1897-98,  1904-05,  1912-13." 

If  now  the  dates  of  the  maxima  in  Mauer's  European 
pressures  are  compared  with  Clough's  in  America,  it 
will  be  seen  (1)  that  they  are  approximately  sjmchro- 
nous;  (2)  that  the  common  interval  between  the  maxima 
is  about  eight  years;  (3)  that  they  are  approximately 
syndironous  with  the  maxima  of  the  crop  cycles  in  the 
United  States,  in  the  United  Kingdom,  and  in  France; 
(4)  that  they  are  approximately  sjmchronous  with  the 
cycles  in  Sauerbeck's  index  numbers  from  1818  to  1914. 

The  next  evidence  of  meteorological  cycles  is  f oimd  in 
an  official  publication  by  the  United  States  Weather 
Bureau.  In  1901  the  United  States  took  'Hhe  lead  in 
reducing  its  barometric  observations  to  a  standard 
system."  •  The  work  was  conducted  by  Professor  F.  H. 
Big^ow  and  included  ''a  reexamination  of  the  various 
elevations,  the  local  and  instrumental  errors,  the  re- 
duction of  the  station  pressures  to  a  homogeneous  sys- 
tem, and  the  preparation  of  normal  tables  and  charts  of 
pressure,  temperature,  and  vapor  pressure  at  sea  level 
and  at  the  3,500  foot  and  10,000  foot  planes."  '<»   This 

9.  Pkif^tory  note  in  Tol.ii  of  Report  of  the  Chief  of  the  Weather  Buiwo.  1900, 190^^ 
la  Bepofft  of  the  Chiif  of  the  Weather  Bnreati.  1900-01,  Tol.i,  p.  12. 
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annual  range  in  the  barometer,  due  to  the  change  of  the  sun  in 
latitude  from  +23^  to  —23**,  causing  the  change  in  the  seasons,  the 
difference  between  winter  and  summer,  is  shown  by  Table  54  to  be 
about  0.100  inch,  we  conclude  that  toe  are  dealing  vM.  a  phenomenon 
which  at  times  is  sevenrlenihs  qf  the  annual  departure  in  its  intensity. 
The  fact  is  that  the  barometric  pressure  is  sometimes  maintained 
hi^er  than  the  average  throughout  the  entire  year  over  a  large 
continental  area  in  middle  latitudes,  and  that  it  often  equals  at 
least  half  as  much  as  the  influences  of  the  sun's  action  on  the  at- 
mosphere by  departing  23  degrees  in  latitude  from  the  equator; 
in  other  years  the  pressure  is  kept  lower  than  the  average  by  a 
similar  amount.  The  years  qf  maximum  pressure  are  1874-75, 1882" 
S,  1890, 1896-7,  vnth  an  interval  of  about  8  years  between  them  succes- 
sivdy;  the  years  of  minimum  pressure  are  1878,  188^-6,  1893,  also 
having  an  interval  of  about  8  years,  ,  ,  ," 

In  seeking  for  the  causes  of  this  phenomenon,  I  confess  that  it 
has  been  difficult  to  assign  one  which  is  satisfactory.  It  cannot  be 
a  wave  motion  because  the  duration  of  each  wave  is  too  long  to 
admit  of  anything  resembling  propagation.  One  suspects  that  there 
may  be  a  tilting  of  the  atmosphere  from  one  continent  to  another, 
or  fn»n  one  hemisphere  to  the  other,  but  when  we  consider  the  rapid 
motion  of  the  upper  strata  of  the  atmosphere,  it  does  not  appear 
how  it  can  so  far  deviate  from  its  usual  paths  as  to  leave  an  entire 
continent  lower  or  higher  than  the  average  for  so  long  a  time.  One 
may  also  suspect  purely  cosmical  causes  due  to  the  variable  solar 
output;  indeed,  these  barometric  variations  do  closely  follow  the 
variations  in  the  sunspot  frequency  and  the  other  products  of  the 
sun's  variable  activity.  From  1873  to  1890  there  is  a  remarkable 
agreement  between  these  two  classes  of  phenomena,  but  if  the  pres- 
sure period  is  8  years  and  the  sunspot  period  11  years  that  connection 
cannot  be  complete  in  its  nature.  It  is  evident  that  we  shall  be 
obliged  to  prosecute  this  study  yet  further  by  constructing  similar 
barometric  tables  for  other  countries,  in  each  hemisphere,  and  also 
thsLt  it  will  be  well  to  include  in  our  research  some  account  of  the 
temperature,  the  vapor  tension,  and  the  magnetic  and  electric  fields 
of  the  atmosphere  before  attempting  any  further  remarks  on  the 
subject.  .  .  . 

Finally,  it  is  evident  that  for  the  United  States  we  can  now 
correlate  ^e  years  which  have  similar  secular  variations,  as  1878, 
1885,  and  1893,  and  study  them  climatologically  to  see  if  there  are 
any  marked  and  prevailing  features  which  characterize  them.  It  is 
dtar  that  this  discussion  opens  tousfor  the  first  time  the  prospect  of  a 
sdenHfic  basis  for  seasonal  forecasts,  certainly  so  if  it  should  prove 
to  be  the  case  that  the  maximum-pressure  years  differ  distinctly 
from  the  minimum-pressure  years  in  their  seasonal  character,  for  in 
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is  accompanied  with  a  synchronously  varying  force 
that  could  produce  the  observed  meteorological  cycles? 

The  first  question  may  be  answered  definitely  and 
positively:  there  is  a  cosmical  cycle  of  about  eight 
years  that  is  synchronous  with  the  economic  and  me- 
teorological cycles  the  existence  of  which  has  already 
been  established. 

Perhaps  the  best  way  to  approach  its  description  is  to 
consider  these  facts:  the  maximum  visibility  of  Venus 
is  produced  by  its  greatest  phase,  its  greatest  elongation 
from  the  sun,  and  the  clearness  of  our  atmosphere,  and 
that  maximmn  tends  to  recur  at  intervals  of  eight  years. 
'^  V^nus  passe  tous  les  huit  ans  par  ses  p^riodes  de  plus 
grand  ^lat  (188^1897-1905-1913).  Elle  est  alors  si 
brillante  qu'elle  porte  ombre  comme  xm  petit  clair  de 
lime,  et  il  est  facile  de  s'en  assurer  soit  en  se  plagant  dans 
une  pi^e  obscure,  soit  en  marchant  devant  im  mur  k 
la  campagne.  On  pent  la  distinguer  en  plein  jour,  k 
TcBil  nu,  non  seulement  avant  le  coucher  du  soleil,  mais 
k  midi  mSme,  lorsque  Ton  sait  oH  elle  est.  Aucime  6toile 
ni  aucime  planSte  n'atteint  un  6clat  comparable  k 
celui-Ui."  "  Here  is  an  eight-year  cycle  in  which  the 
dates  of  maxima  are  a  little  in  advance  of  our  economic 
and  meteorological  cycle.  It  is  not  the  cycle  that  we 
want,  but  it  is  closely  related  to  the  one  for  which  we 
are  in  search. 

Before  passing  to  a  detailed  consideration  of  the 
Venus  cycle  a  prejudice  must  be  noted  and,  if  possible, 
removed.  In  suggesting  that  the  variability  in  the 
brilliance  of  Venus  may  have  some  possible  relation 
to  terrestrial  aflfairs  one  is  reminded  at  once  of  the 
disdainful  attitude  of  Laplace:  ''V^nus  surpasse  en 
clart^  les  autres  planStes  et  les  ^toiles;  elle  est  quelque- 
fois  si  brillante,  qu'on  la  voit  en  plein  jour,  k  la  vue 

12.  CuniUe  FlammArion,  IMves  AtoUte,  pp.  132, 133. 
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Earth,  the  orbits  being  assumed,  for  the  sake  of  sim- 
plicity, to  be  circles.  At  this  stage  no  accoimt  is  taken 
of  the  inclination  of  the  plane  of  the  orbit  of  Venus, 
^diich  will  be  considered  later  on.   The  following  simple 


TiouuM  8.    Oluatration  of  the  oonjunotions  of  the  Earth  and  Venus. 

description  of  when  and  where  the  two  planets  are  in 
conjunction  is  given  by  R.  A.  Proctor  in  his  Transits  of 
Venus: 

Imagine  that  a  straight  pointer  from  the  Sun  to  Venus,  extending 
to  the  Earth's  orbit,  like  the  line  SVE,  is  carried  round  S  as  a 
central  pivot  by  the  motion  of  the  planet  Venus.  Then  whenever 
this  pointer  comes  up  to  the  Earth,  the  three  bodies  —  Sun,  Earth, 
and  Venus  —  are  in  conjunction.  Now,  Venus  travels  with  a  mean 
motion  of  96'  7'.8  per  day  around  the  Sun  (completing  a  revolution 
in  224.701  days),  while  the  Earth  travels  with  a  mean  motion  of 
59^  8'.3  (completing  a  revolution  in  365.257  days) ;  so  that  in  each 
mean  solar  day  Venus  gains,  on  the  average,  36'  59'.5  upon  the 
Earth.  This  is  the  rate  at  which  our  imaginary  pointer,  starting 
from  a  position  such  as  SVE,  sweeps  onwards  from  the  advancing 
Earth,  so  as  to  again  reach  the  Earth  by  overtaking  it,  just  as  the 
minute-hand  of  a  clock,  after  being  in  conjimction  with  the  hour- 
hand,  passes  on  towards  its  next  conjunction,  with  the  excess  of  its 
motion  over  the  hour-hand.  We  have  only,  then,  to  ask  how  long 
it  win  take  the  pointer,  with  its  mean  daily  gain  of  36'  59'.5,  to  gain 
one  complete  circuit,  to  have  the  interval  in  time  between  successive 
eonjunctions  of  the  Earth  and  Venus — in  other  words,  there  will  be 
just  as  many  days  in  this  interval  as  the  number  of  times  36'  59'.5  is 
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then  the  part  Y  W  of  the  path  of  Venus  is  to  be  regarded  as  slightly 
above,  the  part  Yv^'  as  slightly  below,  the  plane  of  the  paper. 
Acooiding^y  the  end  of  the  pointer  which  we  have  supposed  Venus 
to  carry  round  the  Sun,  passes  above  the  semi-circle  E'eE  and  below 
the  semi-circle  Ee^E'.  And  supposing  this  pointer  to  be  of  the 
length  SE,  so  that  its  end  appreciably  travels  round  Ee'E'e  (except 
for  the  displacement  below  and  above  the  plane  of  this  orbit),  it  is 
easy  to  calculate  how  much  above  or  below  the  level  Ee'E'e  the  end 
of  the  pointer  runs.  When  in  the  direction  SE  or  SE',  of  course  the 
Venus-carried  pointer  has  its  extremity  on  the  Earth's  path;  when 
in  direction  Sve  or  Sv'e',  at  right  angles  to  EE',  the  end  of  the  pointer 
IB  at  its  farthest  from  the  plane  Ee'E'e.  The  inclination  of  the  orbit 
of  Venus  being  about  3**  23}',  and  the  distance  Se  (the  Earth's  dis- 
tance from  the  Sun)  being  about  91,430,000  miles,"  it  is  easily  calcu- 
lated that  the  extremity  of  the  pointer  passes  above  e  and  below  e'  at 
a  distance  of  about  5,409,000  iniles.  At  any  other  point,  as  P  or  P', 
the  end  is  above  or  below  by  an  amount  less  than  5,409,000  miles  in 
the  same  degree  that  PM  or  P'M  is  less  than  eS,  or  e'S  (PMP^  being 
drawn  square  to  EEO- 

By  means  of  this  theorem  Proctor  computes  that  the 
length  of  the  transit  regions  pp',  qq'  is  about  3°  28'. 

Figure  10  will  facilitate  the  discussion  of  the  eight- 
year  cycle  of  Venus  in  its  relation  to  the  Earth  and  the 
Sim.  In  1761  and  in  1769  there  were  June  transits  of 
Venus  and  in  1874  and  1882  there  were  December 
transits.  Let  us  assiune  that  at  the  1761  transit  the 
Earth  and  Venus  stood  in  their  orbits  at  the  points  V 
and  E.  Then  according  to  the  reasoning  which  has  just 
been  traversed  the  next  inferior  conjunctions  of  Venus 
and  the  Earth  were  at  EiVi,  E,V,,  E,V,,  E4V4,  EbVb. 
The  conjimction  at  EbVb  was  just  2°  22'  behind  the 
point  at  which  Venus  and  the  Earth  stood  eight  years 
before,  and  as  Es  fell  within  the  transit  region  there  was 
a  Jime  transit  in  1769.  Now  just  as  the  fifth  conjunc- 
tion E|  was  2^  22'  behind  E,  so  the  sixth  conjunction 
occurred  2°  22'  behind  Ei;  the  seventh,  2°  22'  behind 

IS,  Ptoelor't  work.  Transits  of  Venus,  was  iniblished  in  1875.    Since  that  date  the 
■MAB  distaneeof  the  Earth  from  the  Sun  has  been  ascertained  to  be  about  92,900,000 
The  differenee  between  Proctor's  ficures  and  the  real  distance  affects  the  ao- 
of  bis  sobseqpient  ralcwlations. 


24 


QUARTERLY  JOURNAL  OF  ECONOMICS 


E,;  the  eighth,  2°  22'  behind  E,;  the  ninth,  2^  22'  be- 
hind E4;  and  the  tenth,  2^  22'  behind  E|.  In  case  of 
all  five  of  the  conjimction  regions,  there  were  inferior 
conjunctions  2^  22'  behind  the  points  of  conjunction 


FkouxB  10.    The  regicnion  of  the  conjunotkm  lines  of  Venue  and  the  Berth. 

which  occurred  eight  years  previously.    The  sequence 
is  followed  out  in  Figure  10  to  the  81st  conjunction. 

If  now  we  keep  the  eye  upon  the  two  transit  regions 
PP'j  qq'j  we  observe  that  the  recession  of  the  conjimc- 
tion lines  at  the  rate  of  2^  22'  in  eight  years  caused  the 
conjimctions  in  ^)ie  region  VE  to  recede  from  the  transit 
region  pp',  and  those  in  the  region  ViEi  to  approach  the 
transit  region  qq'.  The  distance  of  Ei  from  E  is  about 
215}^  and  the  distance  of  the  transit  region  qq'  from 
the  traoiit  region  pp'  is  180^.    As  the  transit  region  is 
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itself  about  3^  28',  it  is  obvious  that  the  distance  of  Ei 
from  the  transit  region  is  about  34^;  and  as  the  ocnjimo- 
tions  in  the  region  Ei  approach  the  transit  re^on  qq'  at 
the  rate  of  2^  22'  every  ei^t  jeans  ^^lile  the  conjunc- 
tions in  the  region  pp'  recede  at  the  rate  of  2^  22'  evoy 
ei^t  yearsy  it  is  clear  that  a  conjunction  must  occur 
within  17^  of  either  the  pp'  or  the  qq'  transit  region 
every  eight  years.  It  is  Uus  ei^t-yeaily  conjuncticm 
in  the  neighborhood  of  the  transit  regions  which  is 
synchronous  with  the  ei^t-yeaily  terrestrial  jrfienom- 
ena  that  we  have  already  described.  This  ei^t-yeariy 
cycle  is  the  Venus  cycle  for  which  we  have  been  in 
search. 

Up  to  this  point  no  account  has  h&esa  taken  of  the 
small  eccentricities  in  the  orbits  of  the  Earth  and  Venus 
and  of  the  imequal  motions  of  the  planets  in  the  differ- 
ent parts  of  their  orbits.  The  consequences  of  these 
facts  are  so  well  known  that  they  have  been  calculated," 
and  it  is  sufficient  for  our  purpose  to  observe  that  the 
eight-year  sequence  in  the  transit  regions  —  the  Venus 
cycle  —  still  persists  when  the  eccentricities  of  the 
orbits  and  the  varying  motions  of  the  planets  are  taken 
into  consideration. 

We  see,  therefore,  that  in  1761  and  again  in  1769  the 
Earth,  Venus  and  the  Sun  were  in  a  straight  line  in  the 
transit  region  pp';  they  were  again  in  a  straight  line  in 
1874  and  1882  in  the  transit  region  qq'.  Between  the 
limiting  dates  1761  and  1882,  at  intervals  of  approxi- 
mately eight  years,  the  Ektrth,  Venus,  and  the  Sim,  in 
this  sequence,  made  their  nearest  approach  to  being  in 
a  straight  line.  After  1882  imtil  the  date  of  the  next 
transit  in  2004,  the  Ekirth,  Venus  and  the  Sun  will 
make  this  maximum  approach  to  a  straight  line,  in  this 
sequence,  at  intervals  of  approximately  eight  years. 

l€i.  Ptoetor.^TtanMto  of  Venoi.  p^  111-118. 
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four  hours,  but  must  lie  between  six  and  nine  months 
and  very  probably  agreed  exactly  with  its  period  of 
revolution  aroimd  the  Sim,  which  is,  approximately, 
225  days. 

In  1896  the  question  was  made  the  subject  of  research 
by  Percival  Lowell  with  the  assistance  of  an  accom- 
plished stafif ,  at  his  observatory  in  the  clear  air  of  Flag- 
staff, Arizona.  The  markings  noted  by  Schiaparelli 
upon  which  he  based  his  conclusions  as  to  the  long  period 
of  rotation  were  verified  at  the  Lowell  Observatory,  and 
in  addition  new  markings  were  discovered  and  photo- 
graphed. ' '  By  watching  them  assiduously  it  was  possible 
to  note  that  no  change  in  position  occurred  in  them, 
first  through  an  interval  of  five  hours,  then  through  one 
of  dajrs,  then  of  weeks.  Care  was  taken  to  guard  against 
illusion.  It  thus  became  evident  that  they  bore  always 
the  same  relation  to  the  illimiinated  portion  of  the  disk. 
This  illmninated  part,  then,  never  changed.  In  other 
words,  the  planet  turned  always  the  same  face  to  the 
Sim.  The  fact  lay  beyond  a  doubt,  though  of  course 
not  beyond  a  doubter."  "  Thirteen  years  after  these 
first  discoveries  Professor  Lowell  repeated,  in  1909,  the 
accoimt  of  his  early  work  and  then  said  'Hhe  years  that 
have  passed  since  these  observations  were  made  have 
brought  corroboration  of  them.  Several  observers  at 
Flagstaff  have  seen  and  drawn  them  and  added  dis- 
coveries of  their  own."  " 

The  conclusion  that  the  period  of  rotation  of  Venus 
upon  its  axis  is  the  same  as  its  period  of  revolution 
around  the  Sim  was  reached  by  Schiaparelli  and  Lowell 
from  telescopic  observations.  There  was,  of  course, 
the  possibility,  tho  not  the  probabiUty,  that  both  ob- 
servers had  been  misled  by  visual  errors.     But  no  such 

17.  Percivml  LowvU,  The  Evolutioii  of  Worlds,  pp.  77-79. 

18.  IUd.,p.70. 
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surrounded  by  air,  must  produce  indraughts  from  the 
cold  to  the  hot  side  of  tremendous  power.  A  fimnel-like 
rise  must  take  place  in  the  centre  of  the  illuminated 
hemisphere,  and  the  partial  vacuum  thus  formed  would 
be  filled  by  ah-  drawn  from  its  periphery  which,  in  its 
turn,  would  draw  from  the  regions  of  the  night  side. 
Such  winds  would  sweep  the  surface  as  they  entered,  be- 
coming less  superficial  as  they  advanced,  and  the  marks 
of  their  inrush  might  well  be  discernible  even  at  the  dis- 
tance we  are  off."  ^ 

The  last  part  of  this  quotation  is  perhaps  hjrperbole. 
I  am  very  far  from  wishing  to  suggest  that  the  winds  of 
Venus  may  be  directly  responsible  for  the  periodicity 
in  terrestrial  weather.  Our  question  is  this:  is  there 
reason  for  believing  that  the  Venus  cycle  is  accompanied 
with  a  synchronously  varying  force  which  could  produce 
the  terrestrial  meteorological  cycles?  The  consequence 
of  the  long  rotation  period  of  Venus  with  the  one  face 
always  tinned  towards  the  Sim  is  that  the  planet  is  in  a 
constant  state  of  violent  meteorological  commotion  on 
a  vast  scale;  and  this  planet,  which  is  about  the  size  of 
the  Earth,  thrusts  itself  at  intervals  of  eight  years  almost 
exactly  in  the  direct  path  of  radiation  from  the  Sun  to 
the  Earth.  Is  it  not  probable  that  the  storm-racked 
planet  creates  a  disturbance  in  the  interplanetary 
medium  which  affects  the  Sun's  radiation  on  its  way  to 
the  Earth?  If  that  is  the  case,  then  the  cause  of  the 
eight-year  generating  cycle  is  the  planet  Venus  in  its 
ei^t-yearly  periodic  motion  with  respect  to  the  Earth 
and  the  Sun. 

Henry  Ludwell  Moore. 

colxtmbia  uniybbsnt, 
New  York. 

20.  The  Erdlutioii  of  Worldi,  pp.  80-82. 
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factory  from  the  viewpoint  of  the  emergency  which 
federal  control  was  intended  to  meet. 

The  less  satisfactory  record  of  1919,  the  second  year 
of  federal  control,  may  be  partly  explained  by  the 
changed  conditions.  The  spur  of  patriotism  behind  the 
working  forces  was  lacking.  The  war-time  tension  re- 
laxed almost  immediately  after  the  signing  of  the  armis- 
tice and  there  was  a  distinct  lowering  in  morale.  Ship- 
pers, travelers,  and  state-regulating  authorities  began 
a  campaign  to  restore  the  pre-war  status.  Congress 
adopted  a  critical  attitude  toward  the  Railroad  Admin- 
istration and  withheld  the  appropriations  recommended 
by  the  Director  Greneral.  The  decline  in  traffic  and  the 
shrinkage  in  net  income  compelled  a  closer  scrutiny  of 
expenses.  The  atmosphere  was  befogged  by  propa- 
ganda designed  to  create  a  favorable  public  attitude 
toward  each  of  the  many  plans  advanced  for  the  solution 
of  the  railroad  problem,  and  practically  all  of  the  propar 
gandists  set  out  to  discredit  the  record  of  the  Railroad 
Administration.  Then,  too,  there  was  the  normal  re- 
action on  the  part  of  the  general  public  against  ihe 
continuation  of  war-time  government  control 

Just  before  Mr.  McAdoo's  retirement  from  ihd  oflice 
of  Director  General  he  advocated  a  continuation  of 
federal  control  for  five  years.  The  Federal  Control 
Act  provided  that  the  railroads  should  be  returned  to 
their  owners  within  twenty-one  months  ^'following  the 
date  of  the  proclamation  by  the  President  of  the  ex- 
change of  ratifications  of  the  treaty  of  peaee/^  Mr. 
McAdoo  expressed  the  view  that  federal  control  during 
one  year  of  war  and  one  or  two  years  of  the  reeonstnie- 
tion  period  (on  the  eve  of  a  presidoitial  eaoipaign) 
would  not  fiunish  an  adequate  test  of  the  advantdiges 
of  unified  operation.  He  feared  that  most  of  the  ^^funda- 
mental  reforms"  inaugurated  during  Us  r^giine  as 
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of  his  own  under  which  the  roads  would  be  restored  to 
their  owners  as  soon  as  the  necessary  legislation  could  be 
enacted,  and  under  which  they  would  be  operated  in  a 
small  nimiber  of  large  systems,  their  directorates  to 
include  representatives  of  the  government  and  of  labor. 
Throughout  his  entire  term  of  office  Mr.  Hines  was 
subjected  to  much  criticism.  It  should  be  noted,  how- 
ever, that  this  criticism  came  from  nearly  every  one  of 
the  divergent  interests.  The  view  of  the  railroad  exec- 
utives was  that  the  Administration  was  not  always  fair 
in  its  treatment  of  the  interests  of  the  owners  of  the 
properties,  as  for  example  in  the  matter  of  maintenance, 
and  that  its  failure  to  advance  rates  in  1919  to  meet  the 
hi^er  operating  costs  unfairly  placed  upon  the  railroads 
the  onusof  advancing  rates  after  the  roads  were  returned. 
These  rate  advances  were  made  necessary,  in  greater 
part,  by  radically  increased  wage  scales  and  by  the 
adoption  during  the  closing  months  of  federal  control  of 
the  restrictive  rules  in  the  so-called  national  agreements. 
On  the  part  of  labor  Mr.  Hines  was  criticized  because  in 
the  latter  part  of  1919  he  refused  to  be  stampeded  into 
granting  additional  concerted  wage  demands  from  practi- 
cally every  class  of  railroad  labor.  Instead  he  insisted 
that  these  demands  should  be  reviewed  by  a  tribimal  to 
be  appointed  by  Congress  for  that  specific  purpose. 
Congress,  however,  refused  to  entertain  the  suggestion 
and  reminded  the  Director  General  that  he  had  ample 
authority  to  deal  with  the  situation  himself.  On  the 
part  of  shippers  there  was  dissatisfaction  because  many 
of  the  privileges  which  were  curtailed  diuing  the  war 
were  not  promptly  or  fully  restored,  and  because  re- 
quests for  downward  revision  of  certain  rates  were  not 
all  favorably  acted  upon.  On  the  part  of  Congress  there 
was  fault-finding  because  of  the  large  operating  deficits 
and  there  was  a  disposition  to  embarrass  the  Railroad 
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only  upon  the  more  important  phases  of  Mr.  Hmes' 
administration.  These  had  to  do  with  labor  policies; 
codperation  with  state  and  interstate  regulating  au- 
thorities; rate  increases  and  adjustments;  control  of 
maintenance  expenditiu'es;  and  enlargement  and  im- 
provement of  facilities  and  equipment. 

II.    Labor  Policies 

Liarge  increases  in  wage  rates  and  expensive  conces- 
sions to  labor  on  conditions  of  employment  were  phenom- 
ena of  the  war.  Their  effects  upon  the  railroad  payroll 
were  probably  no  greater  in  degree  than  upon  the  labor 
costs  of  other  industries.  In  fact  the  general  average 
percentage  of  increase  in  railroad  wage  rates  during  the 
years  1918  and  1919  was  probably  less  than  in  other 
directions.  The  railroad  increases,  however,  affected 
payrolls  containing  the  names  of  approximately  two 
millions  of  employees.  It  was  the  magnitude  of  the 
absolute  increases  rather  than  the  degree  of  the  increase 
that  attracted  public  attention.  In  the  aggregate  the 
hi^er  wage  rates  and  the  more  favorable  working  rules 
made  effective  during  federal  control  had  the  effect  of 
increasing  the  railroad  wage  costs  at  the  annual  rate  of 
about  one  biUion  dollars.  The  estimate  is  based  upon 
a  comparison  of  wage  earnings  at  the  end  of  federal 
control  with  those  of  December,  1917;  in  making  it  the 
wage  advances  of  1918  as  well  as  those  of  1919,  the 
effect  of  the  universal  application  of  the  eight-hour  day, 
and  the  added  expense  of  punitive  rates  for  overtime 
are  taken  into  consideration.  During  the  latter  part  of 
1919  Mr.  Hines  stated  that  the  wage  rates  in  effect  at 
that  time,  expressed  in  average  earnings  per  hour  or  per 
day,  were  approximately  56  per  cent  greater  than  those 
of  December,  1917.    Between  the  date  of  his  statement 
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member  had  once  served  as  an  enginehouse  or  boiler- 
shop  foreman;  the  fourth  member  had  once  been  a 
locomotive  firemen  and  had  served  as  a  local  chairman 
for  the  fireman's  organization  on  one  road.  The  agree- 
ment as  tentatively  agreed  to  by  this  committee  and  the 
representatives  of  the  imions  was  sent  to  the  Director 
General  with  the  recommendation  of  the  Director  of  the 
Division  of  Operation  and  was  signed  by  the  Director 
General  on  September  20,  1919.  It  should  be  noted 
that  neither  the  regional  directors  nor  the  federal 
managers  in  charge  of  the  respective  railroad  imits  had 
anythmg  to  do  with  the  agreement.' 

The  national  agreement  with  the  shop  crafts  was 
followed  by  one  with  maintenance  of  way  employees. 
It  was  dated  November  22,  1919.  The  third,  with 
clerks,  freight  handlers  and  station  employees,  was 
signed  on  January  1,  1920.  The  fourth  and  fifth  agree- 
ments were  with  stationary  firemen  and  oilers  and  with 
railroad  signalmen.  They  became  effective  on  Janu- 
ary 16,  1920,  and  February  1,  1920,  respectively.  It 
wiU  be  noted  that  all  of  these  agreements  were  made 
subsequent  to  May  20,  1919,  when  the  President  an- 
noimced  that  the  roads  would  be  returned  to  their 
owners,  and  three  out  of  the  five  agreements  were 
entered  into  when  it  was  known  that  federal  control 
would  terminate  within  two  months.  The  railroad 
executives,  therefore,  had  groxmd  for  criticizing  the 
Director  General  for  assmning  the  burdens  which  these 
agreements  passed  on  to  the  railroads  while  he  was  xm- 
willing  at  the  same  time  to  assume  the  responsibility 

6.  This  eacplanation  k  given  m  a  partial  answer  to  a  question  which  entered  the 
■oiads  of  many  persons  who  read  about  the  questionable  features  of  the  agreement  in 
the  press  reports  of  the  hearings  before  the  Railroad  Labor  Board  during  the  summer  of 
1931,  when  the  railroads  sought  to  have  these  sgreements  abrogated.  Inasmuch  as  it  is 
fBDeraOtsr  understood  that  the  Railroad  Administration  was  composed  of  former  railroad 
I  temporarily  serving  the  government  it  was  natural  to  adc  why  these  inequitable 
1  to  in  the  first  place. 
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try,  particularly  in  urban  communities  where  rents,  fuel, 
and  other  costs  of  Uving  were  much  higher.  If  the 
standards  were  reasonably  sufficient  for  northern  cities 
they  must  have  been  unreasonably  high  for  the  southern 
states.  Yet  an  inflexible  uniformity  in  wage  rates  and 
in  rules  affecting  hours  of  service  or  other  terms  of  em- 
ployment was  prescribed  for  nearly  every  class  of  service 
regardless  of  differences  in  going  rates,  in  rates  or  rules 
for  similar  employment  in  competing  industries,  in  the 
severity  of  work,  density  of  traffic,  relative  degree  of 
experience,  and  the  local  piu'chasing  power  of  the 
dollar. 

In  the  brief  account  (in  the  preceding  article)  of  labor 
policies  diuing  the  year  1918  no  reference  was  made  to 
the  Boards  of  Adjustment  which  were  created  diuing 
the  first  year  of  federal  control.  These  boards,  three  in 
number,  supplemented  the  work  of  the  Board  of  Rail- 
road Wages  and  Working  Conditions,  and  gave  effect  to 
understandings  reached  between  the  regional  directors 
and  the  executives  of  the  imions,  under  which  bi- 
partisan boards  were  to  be  established  to  adjust  con- 
troversies as  to  discipline,  interpretation  of  rules,  or 
other  similar  grievances.  An  unfortunate  effect  of  the 
centralization  of  the  machinery  for  determining  wage 
rates  and  rules  and  for  the  adjustment  of  grievances 
was  that  of  undermining  the  influence  of  the  officers  in 
authority  locally  on  the  individual  roads,  and  thereby 
of  impairing  discipline.  Throughout  the  entire  period 
of  federal  control  there  was  a  growing  tendency  on  the 
part  of  employees  to  disregard  their  immediate  superiors 
and  the  federal  managers  also,  and  to  go  to  Washington 
with  all  sorts  of  grievances,  many  of  them  trivial.  Tho 
a  substantial  portion  of  these  complaints  were  decided 
against  the  employees,  the  net  effect,  particularly  diuing 
the  last  fourteen  months  of  federal  control,  was  to  reduce 
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cation,  some  had  far-reaching  effects.  Most  of  the 
trouble  was  with  unskilled  workers  of  the  more  radical 
tyi)e.  The  train  service  brotherhoods  were  concerned 
in  but  one  strike,  which  was  called  locally  in  sympathy 
with  strikmg  employees  of  an  interurban  electric  road. 
In  twenty-four  out  of  the  thirty-three  cases  the  trouble 
arose  because  shopmen,  enginehouse  men  and  car  re- 
pairers took  things  into  their  own  hands  and  disregarded 
the  orders  of  their  national  executives. 

III.    Relations  with  State  Commissions; 
Attitude  on  Rate  Adjustments 

One  of  the  first  important  steps  taken  by  Mr.  Hines 
after  he  became  Director  General  was  to  divide  the 
Division  of  Public  Service  and  Accounting  into  two 
separate  divisions.  The  late  Judge  Prouty  remained  in 
charge  of  accounting,  and  Max  Thelen,  formerly  chair- 
man of  the  Califomia  Railroad  Commission  and  of  the 
National  Association  of  Railroad  Commissioners,  was 
appointed  Director  of  Public  Service,  effective  Febru- 
ary 1,  1919. 

Following  a  conference  between  the  Railroad  Admin- 
istration and  a  committee  representing  the  state  rail- 
road commissioners  the  relations  between  the  federal 
and  the  state  authorities  were  clarified  by  the  publica- 
tion of  General  Order  68,  of  February  20, 1919,  in  which 
the  Director  General  recognized  the  jurisdiction  of  the 
states  over  railroads  under  federal  control  in  such 
matters  as  spur  tracks,  railroad  crossings,  safety  appli- 
ances, track  connections,  train  service,  station  facilities, 
the  investigation  of  accidents,  and  other  matters  of 
local  service,  safety  and  equipment.  Officers  and  em- 
ployees of  the  Railroad  Administration  were  instructed 
to  codperate  with  the  state  conmiissions  and  the  Divi- 
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The  general  upward  revision  of  freight  rates  in  June, 
1918,  had  been  accomplished,  with  few  exceptions,  by 
applying  a  horizontal  increase  of  25  per  cent.  It  is 
obvious,  therefore,  that  in  the  cases  wherein  certain 
commercial  relationships  were  based  on  freight  rate 
differentials  in  cents  per  100  pounds^  the  appHcation 
of  the  percentage  increase  had  the  effect  not  only  of 
increasing  the  rates  but  also  of  changing  the  absolute 
spread  between  the  related  rates.  In  many  cases  the 
shippers  were  more  interested  in  maintaining  the  differ- 
entials than  they  were  in  the  absolute  rates.  Much  of 
the  work  of  the  Division  of  PubUc  Service,  the  Division 
of  Traffic,  and  the  regional  and  local  committees  had 
to  do  with  readjusting  rates  and  rules  so  as  to  restore 
former  relationships.  This  work  began  immediately 
after  the  general  rate  increase  of  Jime,  1918,  but  in  1919 
it  was  carried  on  more  intensively.  The  report  of  the 
Division  of  Traffic  for  1919  indicates  that  subsequent 
to  August  1,  1919,  there  were  7804  individual  changes 
authorized.^^  Of  these  rate  changes  63  per  cent  appUed 
to  interstate  rates  and  37  per  cent  affected  intrastate 
rates.  The  nature  of  the  changes,  in  per  cent  of  total, 
is  shown  in  the  following  table,  taken  from  the  1919 
imnual  report  of  the  Division  of  PubUc  Service : 

Pebckntagb  or  Total  Changes  in  Rates 

Nature  of  Cluuifle  Interstate       Intrastate 

ReductioDS 76%  88% 

Advances 12 

Advances  and  reductions 7  8 

Advances  to  meet  decisions  of  I.  C.  C 5 

Correction  of  errors 4 

Total 100  100 

IL  The  report  does  not  specify  the  cloeinc  date  of  the  period  to  whioh  the  statistics 
appljr.    Presumably  the  period  was  from  August  1,  1919,  to  the  date  of  the  report, 
1ft,  1919. 
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available  they  showed  startlmg  deficits.  The  net  result 
(in  even  figures)  for  January  was  a  loss  of  $36,000,000; 
in  February  it  was  $35,000,000;  in  March  it  was 
$25,000,000.  During  the  first  six  months  of  the  year 
the  net  operating  income  fell  short  by  over  $227,000,000 
of  meeting  the  guaranteed  rentals.  ^ 

During  the  early  part  of  1919  serious  consideration 
was  given  to  the  suggestion  that  there  should  be  a 
fiurther  increase  in  rates,  and  the  traffic,  operating,  and 
accoimting  divisions  made  studies  which  were  intended 
to  be  the  basis  for  such  a  general  advance.    There  was 
a  general  feeling  throughout  the  Administration  that 
substantial  increases  would  be  necessary  to  enable  the 
government  to  meet  its  guaranteed  rentals,  and  that 
the  Director  General  could  not  afford  to  pile  up  addi- 
tional millions  per  month  upon  the  already  large  deficit. 
Mr.  Hines  gave  serious  consideration  to  these  sugges- 
tions, but  refrained  from  taking  action.     Diuing  the 
second  half  of  1919,  when  it  appeared  that  he  did  not 
intend  to  order  the  advances,  and  when  the  second 
cycle  of  wage  increases  began  to  show  its  effect  upon 
operating  expenses,  the  executives  of  the  railroad  com- 
panies, looking  forward  to  the  return  of  the  roads  on 
December  31,  1919,  were  seriously  disturbed.     They 
pressed  upon  Mr.  Hines  their  view  that  he  should  exer- 
cise his  authority  and  advance  rates,  so  that  the  proper- 
ties would  be  self-sustaining  when  they  were  turned 
back  to  private  operation. 

On  October  7, 1919,  Mr.  Hines  announced  his  definite 
conclusion  that  the  government  should  not  increase  the 
rates.  On  October  13  the  chairman  of  the  Association 
of  Railway  Executives  formally  protested  against  the 

13.  TbeM  fiffura  Apply  to  CUm  I  roads.  They  do  not  include  the  smaller  roada  and 
the  terminal  companka,  nor  do  they  make  any  aUowanoea  for  loeaea  from  the  operation 
of  the  expreai  and  Pullman  lervioee  and  the  water  lines,  and  the  expenses  of  the  central 
aad  rational  administratiTe  organisation. 
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IV.   Upkeep  op  Physical  Pkoperty 

With  his  proclamation  of  December  26,  1917,  taking 
over  the  raib-oads  the  President  had  issued  a  statement 
which  explained  why  the  step  was  necessary  and  offered 
certam  assurances  to  the  holders  of  railroad  securities. 
Among  these  assurances  was  the  promise  that  he  would 
immediately  recommend  to  Congress  the  establishment 
of  definite  guarantees  that  the  railroad  properties  should 
be  maintained  in  as  good  repair  and  as  complete  in 
equipment  as  when  taken  over  by  the  government.  The 
reconunendation  was  made,  and  it  was  adopted  by 
Congress  as  part  of  Section  1  of  the  Federal  Control  Act. 
The  principle,  however,  was  expressed  in  general  terms. 
The  accoimting  details  were  left  to  be  worked  out  later 
in  the  contract  to  be  agreed  upon  by  the  Director  Gen- 
eral and  the  individual  railroad  companies.  There  was 
much  discussion  on  this  point  between  the  legal  repre- 
sentatives of  the  Administration  and  of  the  railroad 
companies,  and  the  up-keep  section  of  the  standard  con- 
tract was  rewritten  several  times  before  an  agreement 
was  finally  reached.  As  finally  adopted  the  contract 
required  the  Director  General  to  expend  for  mainten- 
ance such  sums  as  would  be  requisite  in  order  that  the 
properties  might  be  retiuned  to  the  companies  at  the 
end  of  federal  control  in  substantially  as  good  repair 
and  substantially  as  complete  in  equipment  as  they  were 
on  January  1,  1918.  As  no  inspection  or  appraisal  of 
condition  was  made  when  federal  control  began  it  was 
necessary  to  adopt  some  accoimting  expedient  to  meas- 
ure the  obUgation  of  the  government,  and  the  contract 
contained  the  proviso  ''that  the  annual  expenditures 
and  charges  for  such  purposes  during  the  period  of 
federal  control  on  such  property,  and  the  fair  distribu- 
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budget  system  for  maintenance  expenditures  would  be 
enforced,  the  federal  managers,  following  the  conven- 
tional custom,  had  laid  out  their  programs  for  the  main- 
tenance season  according  to  their  conception  of  the 
necessities,  and  most  of  them  had  organized  their  forces. 
They  were,  therefore,  greatly  distiu'bed  when  they  re- 
ceived instructions,  based  on  the  Director  General's 
telegram  of  May  27  to  regional  directors,  to  limit  the 
Jime  maintenance  of  way  expenditiu'es  to  an  amoimt 
which  would  bear  the  same  ratio  to  operating  revenues 
that  such  expenditures  on  each  road  diuing  the  entire 
three  years  of  the  test  period  bore  to  the  operating 
revenues  of  that  period.  While  it  was  generally  under- 
stood that  the  instructions  applying  only  to  Jime  ex- 
penditiu'es  were  intended  merely  as  an  emergency  brake 
upon  expenditures  pending  a  more  dehberate  determi- 
nation of  the  program  for  the  remainder  of  the  year,  and 
while  the  drastic  restrictions  applying  to  June  were 
quickly  canceled,  the  effect  was  to  slow  up  the  main- 
tenance programs  imljil  the  budget  system  could  be 
installed,  and  to  disorganize  the  maintenance  forces.^^ 

It  was  apparent  that  the  Director  General  feared  that 
the  natural  desire  of  the  federal  managers  would  be  to 
err  on  the  side  of  liberality  in  expenditure  so  that  the 
properties  could  be  put  in  good  condition  prior  to  their 
return  to  private  management,  and  that  he  took  a 
serious  view  of  his  responsibility  of  protecting  the 
government  against  overexpenditure.  He  beheved  that 
it  would  be  better  to  lean  toward  the  side  of  imderex- 
penditure  and  settle  in  cash  at  the  end  of  federal  control. 


14.  "This  change  in  the  maintenance  of  way  policy  of  the  Raihroad  Administration 
from  one  of  most  Hberal  authority  by  the  individual  road  to  a  plan  of  rigid  control  of 
czpesdituree  led  to  a  considerable  undercurrent  of  resentment  upon  the  part  of  railroad 
both  Federal  and  corporate,  although  much  of  the  criticism  would  have  been 
if  the  statistical  data  on  maintenance  had  been  compiled  soon  enough  to  have 
ptrmittari  the  formulation  <A  a  maintenance  program  before  the  inception  of  the  season's 
work.  Coming  in  June,  at  the  height  of  the  season,  this  curtailment  was  particularly 
wifortuiate."    Railway  Age,  June  2,  1920,  vol.  60,  p.  68. 
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in  the  test  and  control  periods  has  been  made  public, 
but  it  is  unlikely  that  wage  rates  and  material  costs 
combined  were  more  than  93  per  cent  greater  than  in 
the  test  period. 

None  the  less,  the  properties  were  not  fully  main- 
tained. In  the  single  item  of  cross  ties  the  average  re- 
newals per  year  in  the  test  period  were  83,885,109. 
The  average  yearly  renewals  in  1918  and  1919  were 
71,363,083.  This  does  not  give  a  complete  picture  be- 
cause in  many  cases  the  renewals  in  1918-19  were  in 
ties  of  lower  grade  than  those  used  in  the  test  period. 
The  average  annual  renewals  in  rails  during  the  test 
period  were  2,041,676  tons.  The  rail  renewals  in  1918- 
19  were  at  the  rate  of  1,821,561  per  year.  The  ballast 
renewals  in  the  test  period  were  17,065,599  cubic  yards. 
The  comparable  figures  for  1918-19  were  16,157,522, 
but  in  some  cases  gravel  ballast  was  used  instead  of 
crushed  stone.^*  In  addition  to  the  inadequacies  in  the 
renewals  of  ties,  rail  and  ballast,  there  was  inadequacy 
in  the  maintenance  of  structiu'es,  mainly  in  painting. 
These,  however,  cannot  be  stated  in  exact  imits. 

In  the  case  of  locomotives  the  maintenance  was  fairly 
adequate,  but  both  freight  and  passenger  cars  were  in 
relatively  inferior  condition  when  the  roads  were  re- 
turned. The  failure  to  keep  up  freight  car  repairs  may 
be  attributed  in  greater  part  to  pooling.  With  respect 
to  passenger  cars  it  was  impracticable  to  release  them 
from  service  for  the  usual  periodical  shop  overhauling, 
because  every  car  was  urgently  needed  in  1918  for  the 
movement  of  troops  from  camps  to  seaboard  and  in 
1919  for  the  demobilization  of  the  army. 

The  case  of  freight  cars  requires  further  explanation. 
Prior  to  federal  control  the  joint  use  of  freight  cars  by 

16.  Ftom  evidence  prepared  by  Bureau  of  Railway  EconomioB  for  presentation  be- 
fore Senate  Committee  on  Intentate  Commerce  in  hearingw  on  Senate  Reeohition  28, 
16,  1931. 
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road  had  about  60  per  cent  of  its  cars  at  home  and  40 
per  cent  were  on  other  lines. 

During  federal  control  the  principles  of  unification 
were  applied  in  a  degree  which  with  respect  to  freight 
cars  caused  a  virtual  disregard  of  ownership.  Under 
the  instructions  no  distinction  was  to  be  made  between 
''home"  and  ''foreign''  cars  in  making  repairs.  In 
theory  each  road  was  required  to  r^ard  every  car  as 
its  own  car  and  to  make  the  needed  repairs,  both  light 
and  genend,  to  the  limit  of  its  capacity.  In  the  distri- 
bution of  cars  little  effort  was  made  to  return  them  to 
the  owning  road.  Consequently  the  percentage  of 
"home"  cars  on  "home"  roads  was  reduced  from  60  per 
cent  to  from  10  to  20  per  cent. 

If  the  instructions  which  required  each  road  to  assume 
responsibility  for  the  genend  repairs  of  aU  cars  on  its 
lines  could  have  been  carried  out  the  results  would  have 
been  more  satisfactory.  But  as  each  road  had  difficulty 
in  obtaining  labor  and  materials,  it  was  natural  that 
the  heavy  repairs  were  devoted  principally  to  the  few 
home  cars  that  happened  to  be  at  home  and  the  work 
on  foreign  cars  was  confined  to  running  repairs  or  patch 
work  which  merely  kept  the  car  in  condition  for  day  to 
day  service.  As  the  heavier  work  was  neglected  it  was 
inevitable  that  the  general  condition  of  cars  should 
suffer.  It  was  inevitable  also  that  the  larger  propor- 
tion of  patch  work  or  temporary  repairs  substituted  for 
the  thorogoing  general  repairs  which  would  have  been 
given  by  the  owners  in  normal  times  meant  that  the 
total  expenditures  would  not  bear  the  usual  relation  to 
the  general  condition  of  maintenance.  And  in  addition 
to  this  factor,  which  explains  in  greater  part  why  freight 
cars  were  returned  in  inferior  condition  notwithstanding 
the  expenditure  of  more  than  twice  the  maintenance 
cost  of  the  test  period,  there  was  the  factor  of  relative 
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quired  solely  for  war  purposes  was  to  be  assumed  by  the 
government.  Tracks  or  other  facilities  at  military 
camps  are  examples.^' 

Relatively  little  improvement  work  was  in  progress 
when  federal  control  began.  That  which  was  imder  way 
was  continued  pending  the  determination  of  a  policy. 
A  policy  was  finally  annoimced  in  Genend  Order  12, 
dated  March  12,  1918.  The  order  provided  that  im- 
provements and  additions  should  be  confined  to  those 
which  were  absolutely  necessary  for  the  protection  and 
development  of  transportation  facilities  required  to 
meet  the  then  present  and  prosi)ective  needs  of  the 
country's  business  under  war  conditions.  Railroad 
officers  were  reminded  that  projects  which  might  be 
regarded  as  meritorious  and  necessary  from  the  separate 
viewpoint  of  a  particular  road  might  not  be  equally 
meritorious  or  necessary  under  government  operation 
while  the  facilities  of  all  roads  were  available  for  common 
use.  The  order  specified  that  the  construction  of  new 
lines  or  branches  or  the  extension  of  existing  lines  should 
not  be  undertaken  without  the  approval  of  the  Director 
General.  The  same  restriction  applied  to  the  ordering 
or  construction  of  new  locomotives  and  cars.  Work 
under  way  prior  to  federal  control  or  new  work  in  har- 
mony with  the  policy  outlined  above  could  be  con- 
tinued or  undertaken  when  the  capital  charges  for  any 
one  project  would  not  exceed  $25,000.  All  projects  to 
cost  in  excess  of  $25,000  were  to  be  referred  to  the 
Director  Genend  for  approval. 

During  the  year  1918  the  Administration  authorized 
betterment  work  which  was  estimated  to  require  a  total 
charge  of  over  $900,000,000  to  capital  account.  Of  this 
amount  $592,000,000  was  actually  expended.  After  the 
signing  of  the  armistice,  and  when  it  was  apparent  that 

IS.  CUnis  asaiiMt  the  gifmnuamaX  on  thk  aoootmt  may  Mfrccate  $300,000,000. 
of  Dirwtor  Genenl  Dmrim  to  House  Committee  on  Appcopriatione,  May  5, 1021. 
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1020;  and  it  is  understood  that  comparatively  little  has  been  done 
in  that  direction  up  to  the  present  time  by  the  railroad  companies. 
The  result  is  that  at  this  time  very  large  expenditures  are  called  for 
on  the  railroads  in  the  public  interests  to  increase  their  efficiency  and 
enaUe  them  to  meet  the  growing  demands  for  transportation.  Un- 
kas  the  railroad  companies  shall  be  able  to  adopt  and  enforce  the 
important  unifications  of  facilities  and  equipment  and  control  in  the 
eommon  interest  of  the  handling  of  the  business  in  times  of  stress,  the 
available  facilities  and  equipment  will  turn  out  to  be  wholly  unequal 
to  the  requirements  of  the  public.  Even  with  substantial  continu- 
ance of  all  the  important  methods  of  unification  and  common  con- 
trol, the  necessity  for  very  large  capital  expenditures,  both  of  way 
and  structures  and  for  new  equipment,  will  be  very  great. 

VI.    Financial  Results  of  the  Entibe  Period 

OF  Federal  Control 

The  financial  results  of  the  year  1919  were  much  more 
unfavorable  than  those  of  1918.  The  deficit  in  1918  was 
approximately  $245,000,000.  For  the  entire  period  of 
federal  control,  January  1, 1918  to  March  1,  1920,  the 
deficit  is  at  least  $1,200,000,000.  This  is  the  estimate 
^ven  by  Director  General  Davis  (the  present  incum- 
bent) in  his  letter  of  May  5,  1921,  to  the  Chairman  of 
the  Committee  on  Appropriations  of  the  House  of 
Representatives.  In  April,  1920,  shortly  after  the  close 
of  fedend  control  Director  General  Hines  stated  that 
the  deficit  would  be  about  $900,000,000.  This  figure, 
however,  failed  to  include  many  items  which  the  present 
Director  General  has  taken  into  accoimt  in  his  higher 
estimate.  It  is  quite  probable  that  the  final  sum  will  be 
substantially  in  excess  of  Mr.  Davis'  estimate  of  $1,200,- 
000,000,  if  the  railroad  companies  are  successful  in  ob- 
taining recognition  of  even  a  small  part  of  the  claims 
which  are  now  pending.  In  his  letter  above  referred  to, 
Mr.  Davis  estimates  that  the  claims  for  undermainten- 
ance  alone  will  probably  run  from  $700,000,000  and 
$800,000,000,  and  he  adds  that  'Hhe  Raihoad  Admin- 
istration records  fail  to  support  claims  for  overmain- 
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In  analyzing  the  causes  of  the  deficit  under  federal 
control,  Director  Cjeneral  Hines  in  his  final  report  and 
in  other  public  statements  called  attention  to  certain 
features  which  he  believed  should  be  given  considera- 
tion. These  features  may  be  summarized  as  follows : 

(1)  It  was  not  practicable  to  increase  rates  immedi- 
ately when  fedend  control  b^an.  The  general  in- 
creases in  freight  and  passenger  rates  were  made 
effective  in  June,  1918.  The  first  general  increase  in 
wage  rates,  while  annoimced  in  May,  1918,  was  made 
retroactive  to  January  1. 

(2)  During  the  first  six  months  of  1919  there  was  an 
extraordinary  slump  in  traffic. 

(3)  The  coal  strike  in  November  and  December, 

1919,  seriously  affected  revenues,  and  operating  ex- 
penses were  increased  by  the  higher  price  of  fuel. 

Mr.  Hines  stated  that  the  net  operating  income  of 
1918  would  have  been  $494,000,000  greater  if  it  had 
been  practicable  to  increase  rates  on  January  1,  1918, 
in  the  same  degree  that  they  were  advanced  in  June. 
This  additional  revenue  would  have  brought  a  surplus 
of  nearly  $250,000,000  in  1918,  mstead  of  a  deficit  of  an 
approximately  equal  amoimt. 

In  referring  to  the  disappointing  results  of  1919,  Mr. 
Hines  intimates  that  the  serious  decline  in  business 
during  the  first  half  of  the  year  accounts  for  practically 
all  of  the  deficit  of  $292,500,000  in  that  period.  To  the 
coal  strike  he  attributed  the  deficit  of  $114,000,000  in 
November  and  December,  1919.  He  called  attention 
also  to  the  fact  that  the  Federal  Control  Act  required 
the  government  to  assiune  two-fifths  of  the  annual 
standard  return  as  the  rental  for  January  and  February, 

1920,  altho  the  earning  capacity  in  those  two  months  is 
lower  than  the  average  for  the  year.  In  the  test  period 
the  January  and  February  proportions  of  the  yearly 
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ment  of  troops  and  war  supplies.  True,  the  railroads 
were  turned  back  with  diminished  earning  power;  but 
it  is  extremely  doubtful  whether  the  security  holders 
would  have  been  in  any  better  position  on  March  1, 
1920,  if  private  operation  had  continued  throughout 
the  war. 

VII.    How  Fab  the  Policy  op  Unification 
BLalS  Proved  Perbianent 

It  is  not  practicable  to  make  a  satisfactory  appraisal 
of  the  economies  made  possible  through  the  unification 
policies  of  the  Railroad  Administration.  These  econo- 
mies were  entirely  obscured  or  were  offset  in  whole  or  in 
part  by  other  factors  which  had  an  overpowering  influ- 
ence upon  operating  expenses.  Among  the  adverse 
factors  the  two  of  greatest  effect  were  (1)  the  necessity 
during  the  first  year  of  giving  primary  attention  to  war- 
time transportation  needs  and  but  secondary  considera- 
tion to  operating  costs,  and  (2)  the  lower  efficiency  of 
labor,  especially  among  the  employees  with  whom  the 
national  agreements  were  made.  Further  to  be  con- 
sidered are  the  general  advances  in  all  wage  rates,  the 
genend  adoption  of  the  eight-hour  day  in  all  branches 
of  the  service,  the  greater  costs  of  materials,  and  the 
highly  unsettled  business  conditions.  Unfortunately 
there  is  no  known  device  which  if  applied  to  the  oper- 
ating results  of  the  test  periods  would  bring  definite 
results  from  which  the  single  factor  of  imification  of 
facilities  and  equipment  could  be  measured  with  any 
approximation  of  accuracy.  The  estimates  which  ap- 
pear in  the  annual  reports  of  the  Administration  are 
to  be  viewed  with  caution,  as  they  tell  but  part  of  the 
story.  Undoubtedly  the  common  use  of  terminals  and 
other  facilities  by  roads  which  are  normally  in  compe- 
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forces  of  competing  lines  emphasized  the  superiority  of 
their  terminals  or  the  regularity  and  expedition  of  their 
train  service.  The  road  which  had  shown  foresight  in 
locating  its  terminals  advantageously,  or  had  foregone 
a  part  of  its  dividends  over  a  series  of  years  so  as  to 
improve  its  facilities  and  equipment^  made  the  most  of 
these  favorable  factors  in  its  traffic-soliciting  efforts. 
The  road  which  had  inadequate  or  less  accessible  termi- 
nals, or  was  otherwise  meagerly  equipped,  was  forced  to 
excel  in  other  features  of  service.  In  other  words,  the 
spur  of  competition  was  a  helpful  tonic  which  reacted 
to  the  benefit  of  public  service. 

During  federal  control,  with  virtual  pooling  of  facil- 
ities wherever  practicable,  and  with  complete  eliminar 
tion  of  competition,  the  terminals  and  other  faciUties  of 
the  prudent  road  were  used  in  common  by  other  roads 
which  had  been  unable  or  imwilling  to  improve  their 
facilities  and  equipment.  Naturally,  with  the  return  of 
competitive  conditions  of  private  management  the  well- 
managed  roads  are  disinclined  to  share  their  advantages 
with  competitors.  The  year  1920  consequently  has 
witnessed  a  general  reversion  to  the  pre-war  status  and 
the  abandonment  of  most  of  the  innovations  of  the 
Railroad  Administration.  A  few  instances  of  unification 
still  remain,  such  as  the  joint  use  of  the  Pennsylvania 
passenger  terminal  in  New  York  by  the  Pennsylvania 
and  the  Baltimore  &  Ohio  Railroads.  The  Transporta- 
tion Act  of  1920  empowers  the  Interstate  Commerce 
Commission  to  require  the  joint  or  conmion  use  of 
terminals,  including  main  tracks  for  a  reasonable  dis- 
tance outside  of  the  terminals,  when  such  a  requirement 
is  believed  by  the  Commission  to  be  in  the  interest  of 
public  service.  As  yet  the  Commission  has  not  formally 
exercised  that  power.  Probably  it  will  not  be  invoked 
until  the  Commission  has  worked  out  its  recommenda- 
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Administration  in  dividing  joint  revenues  and  expenses 
have  been  abandoned.  The  plan  for  standardizing 
operating  statistics,  however,  has  been  perpetuated  by 
the  Interstate  Commerce  Commission.  During  the 
year  1920  this  plan  was  continued  by  the  Commission 
without  change;  but  eflfective  on  January  1,  1921,  cer- 
tain modifications  were  made  at  the  request  of  the  rail- 
road executives  with  a  view  to  reducing  the  clerical 
work  required  by  the  original  plan. 

The  right  of  the  shipper  imder  Section  15  of  the  Act 
to  Regulate  Commerce  to  specify  the  route  over  which 
his  shipment  should  be  carried  has  been  restored,  but 
the  Interstate  Conmierce  Commission  is  authorized  by 
the  Transportation  Act  of  1920  to  order  changes  in  the 
routing  of  traffic  when  in  its  opinion  a  road  is  unable  so 
to  transport  the  traffic  offered  to  it  as  properly  to  serve 
the  public. 

Prior  to  the  date  of  the  termination  of  federal  control 
the  railroad  companies  took  steps  to  reorganize  the 
''off  line"  soUciting  agencies  which  had  been  abolished 
by  Director  General  McAdoo,  and  on  March  1,  1920, 
or  shortly  thereafter,  practically  all  of  these  agencies 
were  again  functioning.  In  discussing  this  subject  in 
the  preceding  review  of  the  first  year  of  federal  control 
attention  was  drawn  to  the  fact  that  the  public  did  not 
take  kindly  to  this  abridgment  in  service. 

A  few  of  the  consolidated  ticket  offices  have  been 
continued.  In  some  cities  certain  of  the  roads  have 
withdrawn  but  the  joint  offices  are  being  used  by  the 
remaining  roads.  In  Chicago,  for  example,  three  roads 
withdrew  while  nineteen  remained.  In  most  cases  where 
the  offices  were  broken  up,  or  where  some  of  the  roads 
withdrew,  the  action  was  taken  because  certain  of  the 
roads  beUeved  that  the  joint  offices  worked  against 
their  individual  interests  imder  competitive  conditions. 
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control.  Most  of  these  innovations  brought  satisfactory 
results  while  the  war  was  in  progress,  especially  in  in- 
creasing traffic  capacity.  Most  of  them  worked  less 
satisfactorily  in  1919  when  the  return  of  the  roads  to 
competitive  conditions  was  in  sight.  Under  the  free 
play  competition  the  principles  of  imification  have  a 
much  restricted  application  and  in  the  majority  of  cases 
they  are  not  regarded  with  favor  either  by  the  railroads 
or  the  public. 

VIII.    Conclusion 

The  mam  purpose  of  this  article  and  that  preceding 
has  been  to  outline  the  events  and  conditions  prior  to 
fedend  control,  to  describe  the  organization  and  methods 
of  the  United  States  Railroad  Administration,  and  to 
appraise  the  results.  In  concluding  our  review  we  may 
ask  several  questions  which  usually  have  a  prominent 
part  in  any  discussion  of  nationalization  as  a  possible 
solution  of  the  railway  problem. 

The  first  has  to  do  with  labor  relations:  did  govern- 
ment management  show  a  tendency  to  make  undue  con- 
cessions to  labor  for  political  or  partisan  ends?  Here  it 
is  difficult  to  distinguish  between  policies  and  actions 
dictated  solely  by  emergency  needs  and  those  which  in 
some  degree  may  have  been  inspired  by  political  mo- 
tives. The  Administration  was  committed  by  the  Presi- 
dent to  a  definite  policy  of  keeping  labor  contented. 
Under  this  policy  it  was  necessary  to  grant  wage  rates 
and  to  concede  working  rules  which  under  other  condi- 
tions might  be  regarded  as  imreasonably  favorable  to 
organized  labor.  The  main  purpose  of  this  sympathetic 
attitude  of  the  Administration  toward  the  aspirations  of 
the  leaders  of  railroad  labor  was  undoubtedly  to  prevent 
disputes  which  would  adversely  affect  transportation 


RAILROADS  UNDER  GOVERNMENT  OPERATION      69 

ments  pertaining  to  transportation  achievements  and 
financial  results.  Was  there  any  tendency  to  color  the 
operating  statistics  or  to  adjust  or  manipulate  the 
figures  in  order  to  improve  the  showing?  Was  there  any 
tendency  to  refrain  from  facing  the  real  financial  situa- 
tion  or  to  put  off  the  day  of  reckoning? 

So  far  as  the  statistics  of  physical  operation  were  con- 
cerned, the  Administration's  policy  was  one  of  publish- 
ing and  distributing  the  complete  figures  month  by 
month  in  much  greater  detail  than  had  ever  before  been 
attempted.  Nothing  was  held  back.  The  same  is  true 
as  to  the  statements  of  financial  results,  with  the  one 
exception  that  during  the  closing  months  of  the  federal 
control  period  there  was  a  disposition  to  minimize  the 
extent  of  the  actual  deficit  by  ignoring  the  element  of 
undermaintenance  and  other  claims  against  the  govern- 
ment. Dming  Mr.  McAdoo's  term  of  office  there  was  a 
disposition  to  magnify  the  extent  of  savings  made  pos- 
sible through  unified  control,  and  in  the  latter  part  of 
Mr.  Hines'  term  of  office  there  was  a  tendency  to  overdo 
in  ''explaining  away"  certain  unfavorable  features.  It 
was  natxu^al  enough  that  the  Administration  should 
desire  to  place  the  situation  before  the  public  in  the  best 
possible  light.  At  times  the  coloring  was  carried  to  ex- 
tremes, but  there  cannot  be  the  slightest  suspicion  of 
deliberate  manipulation  with  intent  to  deceive. 

The  fourth  question  bears  upon  rates  and  service. 
Did  the  railroad  administration  adjust  or  manipulate 
rates  under  pressure  from  individuals  and  localities,  or 
improperly  discriminate  in  rates  or  service  against  in- 
dividuals or  localities?  It  may  be  stated  with  assurance 
that  no  such  improper  discrimination  was  practiced. 
Exception  might  be  taken  here  and  there  in  specific 
cases,  as,  for  example,  to  the  rate  adjustments  which 
favored  the  Southern  ports  at  the  expense  of  North 
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Those  who  advocate  nationalization  and  look  upon 
the  results  of  both  years  as  favorable  to  government 
operation  must  concede  that  they  are  to  be  credited  to 
railroad  men  who  rose  to  the  emergency.  The  propo- 
nents of  nationalization  who  are  disappointed  in  the 
results  of  the  two  years  attribute  the  failures  to  the  fact 
that  the  real  management  during  the  greater  part  of 
federal  control  was  in  the  hands  of  men  who  were 
brought  up  under  private  management  and  who,  there- 
fore, could  not  or  would  not  avail  themselves  of  the 
advantages  of  unification. 

It  is  plain,  therefore,  that  nothing  definite  can  be 
proved  from  the  results  of  1918-19.  A  real  test  of  gov- 
ernment operation  is  possible  only  if  carried  on  over  a 
longer  period  —  one  in  which  business  conditions  are 
normal  and  in  which  political  expediency  would  have 
normal  play.  The  period  under  review  was  so  abnormal 
that  the  results  are  valueless  as  guides  to  what  might  be 
expected  from  similar  control  or  complete  government 
ownership  when  normal  conditions  return. 

William  J.  Cunningham. 

Habvabd  XjNnrBBBITT. 
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that  it  is  open  to  criticism  on  the  ground  that  it  is  too 
broad.  There  are  various  materialist  interpretations  of 
history  —  geographic,  climatici  and  technological.  The 
Marxian  interpretation,  however,  is  technological. 

The  special  theory  of  Marx  can  best  be  set  forth  by 
quotations  from  his  writings:  ''It  is  not  the  articles 
made,  but  how  they  ate  made,  and  by  what  instruments, 
that  enables  us  to  distinguish  different  historical  epochs. 
Instruments  of  labor  not  only  supply  a  standard  of  the 
d^ree  of  development  to  which  human  labor  has  at- 
tained, but  they  are  also  indicators  of  the  social  condi- 
tions under  which  that  labor  is  carried  on."  '  Speaking 
of  the  ^technological  comparison  of  different  epochs  of 
production"  he  says:  ''However  little  our  written  his- 
tories up  to  this  time  notice  the  development  of  material 
productiony  which  is  the  basis  of  all  social  life,  and  there- 
fore of  all  real  history,  yet  prehistoric  times  have  been 
classified  in  accordance  with  the  results  not  of  so-called 
historical,  but  of  materialistic  investigation.  These 
periods  have  been  divided,  to  correspond  with  the  wo- 
terialsfrom  which  their  implements  and  weapons  are  made, 
viz.,  into  the  stone,  the  bronze,  and  the  iron  ages."  * 
From  Engels  we  have  the  following :  "...  the  whole  of 
history  up  to  the  present  time  is  to  be  regarded  as  the 
history  of  the  period  extending  from  the  time  of  the 
practical  discovery  of  the  transformation  of  mechanical 
movement  into  heat  to  that  of  the  transformation  of 
heat  into  mechanical  movement."  *  Clearly  this  is 
technology  and  not  economics. 

Marx,  it  is  true,  does  refer  to  the  economic  structure 
of  society  as  the  foimdation  on  which  rise  legal  and 
political  superstructures.  But  at  the  base  of  the  eco- 
nomic structure  of  society  he  never  allows  us  to  lose 

2.  CHiital.  Kerr  editkm.  vol.  i.  p.  200. 

a.  Entali.  LmmLbuIes  of  Setentifio  SodaUam.  translated  by  Lewis,  Kerr  edition* 
pp.  148^  140. 
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II 

There  are  then  according  to  Marx  three  distmct  steps 
in  the  social  process:  (1)  changes  in  the  technique  of 
production;  (2)  changes  in  the  economic  structure  of 
society  —  in  the  "relations  of  production,"  the  "prop- 
erty relations"  (such  as  free  competition,  freedom  of 
enterprise,  private  property  on  the  one  hand;  or  monop- 
oly, public  regulation,  public  ownership  and  cooperation 
on  the  other) ;  (3)  changes  in  political,  social  and  intel- 
lectual institutions.  Changes  in  technique  necessarily 
alter  the  economic  structure  of  society,  which  in  turn 
affects  government,  social  institutions,  and  the  con-^ 
trolling  ideas  of  the  age. 

"W^th  Mffx,  then,  the  foimdation  upon  wliich  any 
society  is  built  is  the  technique  of  production  and  trans- 
I)ortatioo.  Industrial  society  is  conditioned  by  this 
tecBinique.  The  economic  structure  of  society  is  the 
adjustment  that  human  beings  in  all  their  economic 
interrelations  have  made  to  the  conditions  imposed  by 
technology.  Political  interrelations  in  turn  must  con- 
form to  the  economic  structure  of  society.  So  also  with 
other  social  institutions.  Thus  the  superstructure  is 
reared  on  the  basis  of  the  economic  structure,  which  in 
turn  rests  on  the  technique  of  production.  ' '  Man  makes 
his  own  history,  but  he  does  not  make  it  out  of  whole 
cloth,  he  does  not  make  it  out  of  conditions  chosen  by 
himself,  but  out  of  such  as  he  finds  close  at  hand."  ^ 

III 

Engels'  statement  of  the  theory  differs  somewhat 
from  that  of  Marx,  but  he  agrees  in  his  emphasis  on  the 
technological  basis  of  society.  He  defines  "historical 
materialism"  as  "that  view  of  the  course  of  history 

ft.  lUa,  Tb«  BsbteeaOi  Bmrnure,  tniMUtMl  by  DeLeon,  p.  0. 
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tions  of  society  are  concerned,  such  adjustments  con- 
stitute an  effort  on  the  part  of  society  as  a  whole  to  come 
to  terms  with  the  new  technological  conditions.  And 
since  any  adjustment  on  the  part  of  society  as  a  whole  to 
new  situations  involves  injury  and  suffering  for  some 
groups,  and  benefit  and  progress  for  others,  the  neces- 
sary result  is  a  struggle  arising  out  of  opposing  class  in- 
terests. All  adjustments  involving  social  interrelations 
must  result  in  conflict.  But  many  adjustments  do  not 
involve  complex  interrelations.  For  example  take 
Marx's  discussion  of  the  effect  of  capitalism  on  parental 
exploitation  of  children.  Marx  tells  us  that  '4t  was  the 
capitalistic  mode  of  exploitation  which,  by  sweeping 
away  the  economical  basis  of  parental  authority,  made 
its  exercise  degenerate  into  a  mischievous  misuse  of 
power."  •  Clearly  the  class  struggle  had  no  part  in  the 
adjustment  of  family  conditions  to  the  factory  system 
of  production.  Another  example  would  be  the  effect  of 
modem  industrialism  on  Sunday  observance  and  re- 
ligious belief.  On  the  other  hand  Marx  points  out  that 
a  person's  intellectual  outlook  and  ideals,  tho  the  in- 
dividual himself  may  be  unaware  of  it,  are  frequently  a 
product  of  class  antagonisms  based  on  a  clash  of  eco- 
nomic interests.  ''Upon  the  several  forms  of  property, 
upon  the  social  conditions  of  existence,  a  whole  super- 
structure is  reared  of  various  and  peculiarly  shaped  feel- 
ings, illusions,  habits  of  thought  and  conceptions  of 
life.  The  whole  class  produces  and  shapes  these  out  of  its 
material  foimdation  and  out  of  the  corresponding  social 
conditions.  The  individual  imits  to  whom  they  flow 
through  tradition  and  education,  may  fancy  that  they 
constitute  the  true  reasons  for  and  premises  of  his 
conduct."  • 

8.  Capital,  Kerr  edition,  vol.  i,  p.  636. 

0.  Mftrz,  The  Eichteenth  Brumaire,  tranaUted  by  DeLeon,  p.  48. 
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science  than  ten  universities."  ^®  So  Engels  solved  the 
riddle  by  arguing  in  a  circle:  technique  depends  on 
science,  and  science  depends  on  technique.  By  implica- 
tion, however,  one  would  infer  that  possibly  ''ten  uni- 
versities," interested  in  research  for  its  own  sake,  might 
contribute  something  to  science  independently  of  the 
impetus  of  the  needs  of  technique. 

But  of  course  Marx  and  Engels  did  go  back  to  more 
fundamental  ultimates  than  those  so  far  enmnerated. 
They  were  philosophical  materialists.  They  write:  ''It 
is  impossible  to  separate  thought  from  matter  that 
thinks.  This  matter  is  the  substratum  of  all  changes 
going  on  in  the  world.""  From  Marx  we  have  the  fol- 
lowing: "I  was  led  by  my  studies  to  the  conclusion 
that  legal  relations  as  well  as  forms  of  state  could 
neither  be  imderstood  by  themselves,  nor  explained  by 
the  so-called  general  progress  of  the  hmnan  mind,  but 
that  they  are  rooted  in  the  material  conditions  of 
life.  .  .  ."**  One  has  only  to  read  Engels'  Landmarks  of 
Scientific  Socialism  to  realize  that  he  seeks  for  ulti- 
mate causes  in  the  forces  inherent  in  cosmic  evolution. 
Physical  evolution  is  there  surveyed  in  terms  of  Kant's 
nebular  theory;  organic  evolution  in  terms  of  Dar- 
winism. 

Why  then  are  changes  in  the  modes  of  production 
and  exchange  referred  to  as  the  "ultimate  cause"  of 
historic  events?  Because  Marx  and  Engels  are  trying  to 
lay  bare  only  the  dynamics  of  human  history.  They  are 
not  seeking  to  discover  causal  relations  in  the  universe 
as  a  whole.  They  are  seeking  to  explain  the  social  proc- 
ess. So  far  as  human  society  goes  they  conceive  that 
they  have  reached  ultimate  fundamentals  when  they 

10.  Enceb.  letter  of  1804  in  Der  SosUlistische  Akademiker,  quoted  in  Selicman, 
Eeonomie  Interpretation  of  History*  p.  50. 

11.  BfCarx  and  Encele*  Die  Hd3ice  Ftoiilie,  quoted  in  Engeb,  Socialism,  Utopiiw  a^ 
SrisBtHkn.  Kerr  edition,  p.  16. 

12.  Marx,  Oritiqae  of  PoUtieal  Economy,  traiMlation  by  Stone,  p.  11. 
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which  acts  selectively  upon  human  heredity  resulting  in 
races  of  men  equipped  with  native  instincts  and  capac- 
itiesi  sensations  and  emotions  adapted  to  the  selective 
environment.  The  natural  environment  also  offers 
stimuli,  evoking  responses  in  the  native  equipment  of 
man.  This  native  equipment  has  survived  because  it 
constitutes  a  workable  adjustment  to  nature.  Different 
adjustments  might  no  doubt  have  been  possible,  but 
through  the  trial  and  error  method  of  nature  certain 
types  of  human  equipments  have  survived.  Nature 
thus  affects  Man.  But  this  is  quite  a  different  thing 
from  contending,  as  would  philosophical  materialism, 
that  you  can  explain  Man  in  terms  of  Nature. 

It  is  not  necessary  to  go  into  detail  regardmg  the 
causal  interrelations  of  native  equipment,  acquired 
equipment,  natural  environment  and  acquired  environ- 
ment. A  little  reflection  will  soon  convince  one  that  the 
causal  relation  works  both  ways  between  any  one  of 
them  and  each  of  the  other  three.  For  our  purposes  it  is 
sufficient  to  point  out  that  Marx  and  Engels  were  con- 
cerned only  with  an  explanation  of  social  institutions 
and  the  law  of  social  dynamics.  As  philosophical  ma- 
terialists, it  is  true,  they  have  always  as  a  background 
for  their  thinking  the  imminent  forces  of  cosmic  evolu- 
tion. These  forces  expressing  themselves  through  Man 
and  Nature  bring  on  changes  in  the  technique  of  pro- 
duction. These  changes  serve  as  their  starting  point  in 
explaining  history.  For  them  there  is  but  one  active, 
dynamic  institution  in  society  —  the  technical  modes 
of  production.  All  other  institutions  of  society  are  con- 
ceived as  passive.  They  would  never  change  were  it  not 
for  changes  in  the  modes  of  production.  An  analogy 
may  be  found  in  Fisher's  equation  of  exchange.  Fisher 
conceives  of  M  and  T  as  active,  dynamic  factors;  V,  M', 
W  and  P  are  passive  factors  which  change  as  M  or  T 
changes. 
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self.  Hence  even  tho  no  changes  took  place  in  the 
modes  of  production  man  would  still  seek  to  contrive 
superior  forms  of  self-expression.  Changes  would  thus 
take  place,  especially  in  religious,  intellectual,  and  rec- 
reational institutions. 

5.  The  theory  assmnes  that  but  one  single  adaptation 
to  given  conditions  is  possible.  "In  the  social  produc- 
tion which  men  carry  on  they  enter  into  definite  rela- 
tions that  are  indispensable  and  independent  of  their 
wiUJ^  Hence  the  dogma  of  the  inevitableness  of  social- 
ism. But  in  reality  the  whole  history  of  man  is  an  ap- 
plication of  the  method  of  trial  and  error.  The  very 
fact  that  we  are  constantly  trying  out  various  solutions, 
none  of  which  are  perfect,  indicates  that  there  is  no  one 
single  solution. 

VII 

Himtian  beings  are  phlegmatic.  Tradition  and  inertia 
are  strong.  Social  institutions  change  slowly,  for  the 
simple  reason  that  any  change  must  get  the  support  of 
the  existing  dominant  social  forces,  or  else  the  balance  of 
power  must  be  shifted.  Hence,  as  a  nile,  social  institu- 
tions are  not  changed  until  some  powerful  force  comes 
along  to  pry  them  loose.  The  Marxian  theory  is  a  bril- 
liant recognition  of  this  fact.  In  modem  times  at  any 
rate  technological  changes  are  taking  place  with  aston- 
ishing rapidity.  New  social  adjustments  must  neces- 
sarily follow.  Profoimd  technological  changes  compel 
attention  to  economic  problems. 

Modem  sodal  dyn£um<^  jcann  imderstood  with- 

out searcEmg  out  the  efifect  of  technology  on  civilization. 
It  is  one  thing,  however,  to  search  out  the  influence  of  a 
single  factor,  and  quite  a  different  thing  to  refuse  to 
seek  out  the  influence  of  other  factors.  A  useful  tool 
need  not  be  made  a  dogma. 

Alvin  H.  Hansen. 

UHIVMMTT  OF  MINNS8OTA. 
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The  specific  problem  whether  or  not  large  combinar 
tions  of  units  of  production  are  successful  is  divisible 
into  two  parts :  the  definition  of  success  and  its  specific 
application  to  the  trusts.  In  order  that  our  study  may 
have  an  objective  standard  we  must  establish  some 
clearly  describable  criterion  of  success;  and  we  must  be 
able  to  apply  it  to  a  sufficiently  large  group  of  trusts  to 
give  the  results  at  least  some  semblance  of  inductive 
value. 

The  term  success  when  applied  to  a  business  may 
mean  a  variety  of  things.  A  successful  business  may  be 
one  which  is  conducted  so  economically  that  the  com- 
modities it  deals  in  reach  the  ultimate  consimaer  at  a 
low  price  relative  to  the  competitive  cost  of  production. 
It  may  be  one  that  endures  through  a  long  period  of 
time.  It  may  be  one  that  grows  in  mere  size  without 
reference  to  the  relative  yield  to  invested  capital  or  to 
business  ability.  And  finally  it  may  mean  —  in  fact 
usually  does  —  a  business  that  yields  a  relatively  large 
profit  to  the  managers.  In  the  end  all  these  usages  are 
reducible  to  the  last.  A  business  cannot  long  produce  or 
distribute  commodities  to  the  consimiers  at  a  relatively 
low  price  unless  it  yields  a  profit  to  its  managers;  it  can- 
not long  endure  unless  the  activities  of  a  manager  are 
stimulated  by  liberal  profits;  it  cannot  increase  in  mere 
size  unless  the  profit  is  sufficient  to  encourage  the  con- 
tinuous investment  of  capital.  It  is  difficult,  however,  to 
determine  that  amoimt  of  true  profit  or  of  return  on  in- 
vested capital  which  marks  the  line  between  success  and 
failure.  Both  profit  and  success  are  relative  terms.  But 
they  are  relative  to  what? 

In  this  study  three  separate  standards  of  relative 
profit  or  relative  success  are  used.  I  shall  assume  that 
an  industrial  combination,  in  order  to  be  called  suc- 
cessful, should  yield  a  larger  net  profit  than  the  sum  of 
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ordinary  profits  or  extraordinary  losses  due  to  the  Great 
War  might  vitiate  the  calculation.  Again,  every  effort 
was  made  to  exclude  from  consideration  all  corporations 
not  industrial  combinations,  strictly  speaking.  This  was 
done  by  refusing  to  consider  a  business  organization  as 
an  industrial  consolidation  unless  it  represented,  at  the 
time  of  its  organization,  at  least  five  separate  and  rela- 
tively independent  units,  all  previously  competitors  of 
each  other.  This  eliminated  from  consideration  large 
businesses  arismg  from  mtemal  growth,  with  now  and 
then  a  sporadic  addition  from  the  outside,  and  those 
businesses  arising  from  the  union  of  only  two  or  three 
relatively  large  units.  Such  combinations  should  be 
considered  business  expansions  rather  than  industrial 
consolidations.  All  purely  local  combinations  having 
only  a  local  market  for  their  products  and  only  a  nar- 
row and  restricted  market  for  their  securities  were  left 
out  of  accoimt.  Furthermore,  in  order  to  be  included  in 
the  group  a  corporation  must  have  available  reliable 
published  reports,  covering  a  period  of  ten  years.  These 
reports  must  be  of  such  character  that  the  annual  earn- 
ing statements  can  be  reduced  to  something  like  a  uni- 
form basis.*  Even  with  the  published  reports  available 
it  was  difficult  to  standardize  the  accoimts;  the  neces- 
sary assumptions  and  interpretations  wiU  be  described 
under  the  appropriate  headings.  Lastly,  considerable 
effort  was  made  to  obtain  a  wide  distribution  of  cor- 
porations, in  order  to  ensure  representation  of  many 
different  industries.  Aside  from  the  purpose  to  secure 
such  a  wide  distribution  no  effort  whatever  was  made  to 
include  corporations  known  to  be  either  successful  or 
unsuccessful  —  either  those  which  have  attained  an  in- 

S.  The  Amaioui'VnndowGlMiCompaay — of  whiohmorewiUbeMidfrointimato 
tinM— ii  Soduded  notwtlwtaiKting  the  fact  thst  its  published  reports  are  inadequate  for 
porpoM.   It  was  induded  in  order  that  there  should  be  at  least  one  oombination 
to  Um  boildlnt  trades. 
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present  study,  is  yet  suggestive  of  the  prevailing  con- 
ception of  profits  expected  through  industrial  consolidar 
tion.  The  earnings  of  the  first  year,  as  was  true  of  the 
earnings  for  the  later  years,  represent  the  net  earnings 
after  taxes  and  depreciation  but  before  the  payment  of 
any  interest  or  dividends.  It  was  generally  difficult  and 
sometimes  impossible  to  determine  whether  or  not  the 
company  had  charged  its  published  net  earnings  with  a 
reserve  for  depreciation.  When  no  information  of  this 
character  was  available,  the  benefit  of  the  doubt  was 
given  to  the  company;  that  is,  it  was  assumed  that  the 
company  made  proper  depreciation  charges.  In  fact,  in 
all  cases  of  imcertainty  in  the  computation  of  the  net 
earnings  the  more  liberal  interpretation  was  adopted,  so 
that  the  company  was  placed  in  the  most  advantageous 
light.  The  calculation  of  the  average  earnings  for  the 
first  ten  years  presented  no  serious  problem,  except 
when  the  date  of  the  beginning  of  the  fiscal  year  was 
changed.  In  such  cases  the  full  twelve-month  period  was 
computed  by  a  species  of  dead  reckoning.  Attention  is 
called  to  the  detailed  descriptive  notes,  indicating  the 
soiu'ces  of  figures  and  the  method  of  compilation  in 
cases  involving  some  imcertainty.  Where  there  is  no 
reference  the  figures  are  taken  directly  from  the  annual 
reports  of  the  corporation. 

Table  I  gives  the  primary  material  on  which  all  the 
others  are  based.  Deductions  from  it  will  be  discussed, 
in  connection  with  the  subsequent  tables,  under  three 
headings:  (1)  the  previous  earnings  of  the  separate 
plants  before  consolidation  in  comparison  with  the 
earnings  after  consolidation;  (2)  the  estimated  earnings 
at  the  time  of  consolidation  in  comparison  with  the 
earnings  after  consolidation;  and  (3)  the  earnings  dur- 
ing ihe  first  year  in  comparison  with  the  earnings  during 
a  period  of  years. 
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tained  earnings  an  improvement,  for  the  earnings  before 
the  consolidation  were  between  a  fifth  and  a  sixth 
greater  than  the  average  for  the  ten  years  following  the 
consolidation.  In  brief,  the  eammgs  of  the  separate 
plants  before  consolidation  were  greater  than  the  earn- 
ings of  the  same  plants  after  consolidation. 


II.  EsTiMATBD  Earnings  at  TiiiiE  of  Consolidation 
Compared  with  the  Actual  Earnings  Realized 

(See  Tables  III  and  IV) 

The  estunated  probable  earnings  made  by  the  pro- 
motors  at  the  time  the  trusts  were  organized  can  be 
reached  by  two  lines  of  evidence  —  the  prophecies  of  the 
promotors  themselves  and  the  patterns  according  to 
which  they  cut  the  financial  plans  of  the  embryo  cor- 
porations. The  former  we  can  consider  the  direct  line  of 
evidence,  the  latter  the  indirect  line. 

When  we  compare  the  estimates  of  the  promotors 
covering  the  earnings  of  the  new  corporations  with  the 
earnings  actually  realized,  some  striking  results  are 
apparent.    See  Table  III. 

So  confident  were  the  promotors  and  bankers  of  the  * 
success  of  the  trusts  that  they  estimated  the  earnings 
resulting  from  consolidation  to  be  a  little  over  a  third 
greater  than  the  earnings  of  the  separate  plants  before 
consolidation.  On  the  basis  of  this  estimate  they  con- 
sidered themselves  safe  in  making  the  sum  of  the  fixed 
charges  on  the  bonds  and  the  dividends  on  the  preferred 
stck^k  to  be  less  than  a  half  of  the  estimated  earnings. 
This  conservative  procedure  would  have  worked  well  in 
practice,  provided  the  actual  earnings  following  con- 
solidation had  even  approximated  the  estimates  made 
by  the  promotors.  But  they  did  not.  The  estimated 
eaniings  were  half  again  as  large  as  the  actual  earnings  of 
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III.  Comparison  of  the  Earnings  op  Industrial 
Consolidations  Immediately  After  Consolidation 

WITH  Later  Earnings 

The  ratios  given  in  Table  V  are  intended  to  compare 
the  earnings  of  each  industrial  consolidation  during  the 
first  full  year  of  its  existence  with  the  earnings  before 
consoUdation  and  with  the  earnings  after  the  trust  has 
been  fully  established. 

The  later  earnings,  however,  should  be  subject  to 
some  adjustment.  In  almost  every  case  new  capital  was 
invested  by  the  managers  of  the  consolidation  in  better- 
ments and  improved  equipment,  not  properly  chargeable 
to  depreciation  and  reasonable  obsolescence.  In  some 
cases,  like  the  acquisition  of  the  Tennessee  Coal  and 
Iron  Company  by  the  United  States  Steel  or  of  the  Gug- 
genheim plants  by  the  International  Steam  Pump, 
whole  units  were  added  to  the  aggregate  of  property 
already  owned  by  the  trust  at  the  time  of  its  organiza- 
tion. The  betterments  and  the  new  plants  added  ma- 
terially to  the  net  earnings  of  the  combination,  or 
should  have  done  so  provided  the  promise  of  increased 
earnings  through  enlarged  scale  of  production  was  ful- 
filled. Strict  accoimting  would  require  that  the  average 
net  earnings  for  the  ten-year  period  and  the  net  earnings 
for  the  tenth  year  should  be  reduced  by  amounts  cor- 
responding to  the  presumptive  earnings  of  the  added 
capital  before  these  earnings  were  compared  with  the 
earlier  earnings.  However,  such  adjustments  to  the 
reix)rted  net  earnings  because  of  actual  additions  to 
property  would  be  very  difficult  to  make  and  contro- 
versial at  best.  Accordingly  no  such  adjustments 
were  made,  so  that  the  figures  for  the  ten-year  aver- 
age and  of  the  tenth-year  earnings  are  greater  than 
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NOTES  FOR  TABLE  I 

la.  Plwtpeetus  of  eompany.  See  Dewinc,  A.  8.,  Corporate  Promotions  and  Reor- 
ganiBationa.  p.  21. 

lb.  This  is  one  of  the  three  cases  in  which  the  estimate  of  eamincs  was  not  obtained 
from  printed  souroes.  One  of  the  tanners  stated  in  conversation  that  the  "  net  saving 
would  be  at  least  $300,000,  which  would  result  in  increased  profits.**  On  this  basis  the 
estimated  earnings  were  obtained  by  adding  the  "  previous  earnings**  to  $100,000.  Un- 
questionably the  tanners  believed  that  the  profits  would  be  vastly  larger.  They  planned 
numerous  '  'economies,**  and  laid  great  stress  in  their  conversations  with  bankers  upon 
the  increased  earnings  following  the  suspension  of  competition.  The  figure  used  here  is, 
therefore,  very  much  less  than  that  confidently  expected  by  the  promotors.  See  also 
ibid.,  p.  21. 

Ic.  This  rqnesents  the  first  full  year.  00  Commercial  and  Financial  Chronicle  391. 
(Tbe  references  to  this  periodical  will  be  abbreviated  hereafter,  Chron.) 

Id.  In  computing  the  average,  the  published  earnings  for  the  first  20  months  were 
reduced  to  a  12-month  basis.  This  gave  the  constructive  earnings  of  the  first  year  as 
$472,053.  This  reconstruction  was  necessitated  by  the  change  in  the  cori>oration*s  fiscal 
year.  See  table  of  earnings.  Dewing,  Corporate  Promotions  and  Organisations,  p.  22, 
footnotes. 

2e.  Average  of  the  preceding  five  years,  05  Chron.  619. 

».  Ibid. 

2e.   Dewing.  Corporate  Promotions  and  Reorganisations,  p.  294,  footnote  1. 

2d.  Earnings  for  third  year,  adjusted  owing  to  change  in  fiscal  year. 

3a.  Average  of  preceding  four  years,  67  Chron.  1206. 

8b.   EMimate  of  '  $1,800,000  to  $2,000,000.'*     Ibid. 

3e.  Computed  by  adding  five-twelfths  of  the  profits  of  1900  to  the  deficit  for  the 
7  moaths  of  1899  during  which  company  operated. 

3d.  From  1902  to  1909  the  company  published  no  reports.  The  probable  profits 
have  been  constructed  from  the  surplus  as  at  the  beginning  and  end  of  the  period,  with 
adjustments  for  capital  expenditures  during  the  intervening  period. 

4a.  66  Chron.  1003. 

4b.  Ibid. 

5a.  07  Chron.  177. 

5b.   13  U.  S.  Ind.  Com.  of  1901.  409. 

6a.  Average  preceding  five  years,  68  Chron.  974. 

6b.  This  is  the  second  of  the  three  cases  in  which  the  estimate  of  earnings  is  not 
obtaioed  from  printed  sources.  It  is  based  on  two  statements,  both  agreeing  that  the 
eompany  would  be  able  to  earn  at  least  6  per  cent  on  its  common  stock.  One  of  these 
statements  was  made  by  a  prominent  manufacturer  to  a  small  independent  who  was 
asked  to  enter  the  consolidation.  One  other  was  made  to  a  banker  by  a  man  close  to  the 


6e.   Adjusted  to  12  numths  from  published  statement  of  14  months. 
7a.  Average  preceding  two  years,  68  Chron.  280. 
7b.   Ibid. 

7c.   Adjusted  to  12  months  from  published  statement  of  21  months. 
8a.  68  Chron.  1029. 
8b.  68  Chron.  280. 

8c.   Adjusted  to  12  months  from  pubEshed  statement  of  14  months. 
9a.  69  Chron.  1249. 
9b.   Ibid. 

9e.   Adjusted  to  12  months  from  published  statement  of  16  months. 
10a.  68  Chron.  1021. 
10b.    Ibid. 

10^.    From  published  statements  the  earnings  for  the  first  period  of  13  months  were 
coMsti  acted.  Tlus  figure  was  then  adjusted  to  a  12-month  basis. 
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26a.  78  Chron.  841. 

286.  71Chron.33.  *' Ck>iifident]y  ezpeotod  earnings  wiU  be  Iai«ely  inoresMd.*'  TUs 
Uie  caiTent  repwt  in  the  Pitteborgh  district.  One  rumor  stated  that  the  eamingi 
would  be  "  twice  as  great.'*  Nevertheless,  in  the  absence  of  direct  evidence  for  a  larger 
estimate,  the  estimated  earnings  were  considered  the  same  as  the  previous  earnings. 

26c.   Adjusted  to  12  months  from  published  earnings  of  13  months. 

27a.  68Chron.929. 

276.   Ibid. 

27e.  75  Cfaron.  1252.  Reference  inexact  "  12  to  14  mos.**  Computed  on  average  of 
13  months  and  reduced  to  12  months  basis. 

28a.  72  Chron.  874. 

286.   72  Chron.  937. 

28d.  Boston  News  Bureau,  October  12,  1911 — after  allowing  for  depreciation. 

29a.  72  Chron.  1036. 

296.   Boston  News  Bureau,  November  14, 1901. 

30a.  68  Chron.  329. 

306.   Ibid. 

31a.  Wilgus,  United  States  Steel  Corp.,  p.  33. 

316.   72  Chron.  441. 

31e.   Adjusted  to  12  months  from  published  earnings  of  9  months. 

Zld.  The  computation  of  the  United  States  Steel  Corporation's  "net  earnings'*  has 
always  presented  considerable  difficulties  owing  to  the  management's  avowed  purpose 
of  charing  capital  betterments  to  earnings.  Wall  Street  has  interpreted  this  policy  as 
"  squeesing  out  the  water."  Expedient  tho  it  may  be  from  the  standpoint  of  business,  it 
as  disconcerting  to  the  statistician,  especially  in  an  inquiry  like  the  present,  where  uni- 
formity in  methods  of  accounting  is  a  prerequisite  to  the  value  of  any  of  the  conclusions. 
In  this  study  the  net  earnings  of  the  United  States  Steel  Corporation  were  computed  as 
the  sum  of:  surplus  for  the  year,  sinking  fund  on  subsidiary  and  parent  bonds  and  in- 
terest of  United  States  Steel  Company  bonds,  expenditures  made  for  additional  im>p- 
erty.  preferred  and  common  stock  dividends. 

3aa.  74  Chron.  1359. 

326.   Ibid. 

32e.   Adjusted  to  12  months  from  published  earnings  of  15  months. 

33a.  Average  of  three  years,  76  Chron.  983. 

836.  Estimate  computed  from  estimated  capacity  (75  Chron.  983)  reduced  to  cur- 
rent basis  of  profit. 

33e.    Adjusted  to  12  months  from  published  earnings  of  15  months. 

34a.  76  Chron.  976.  In  79  Chron.  167,  it  is  stated  that  the  average  for  the  preced- 
ing 5  yean,  before  depreciation,  was  $6,619,017.  Also,  by  dead  reckoning,  the  estimated 
earnings  would  appear  to  be  $9,500,000,  provided  tonnage  of  1903  had  been  in  service. 

346.  Ripley,  W.  Z.,  Toasts,  Pools,  and  Corporations,  p.  107. 

344.  These  are  based  on  the  published  earnings.  Later  the  management  admitted 
that  the  depreciation  reserves  had  been  inadequate  and  charged  off  a  lump  sum  from  the 
I  masMiii  ^^ratwgBi  of  the  Great  War.  An  attempt  was  made  in  another  connection  to 
deCennine  the  earnings  more  accurately  by  prorating  the  depreciation.  The  largest  pub- 
lished earnings,  however,  were  used  here  so  as  to  give  the  corporation  the  benefit  of  a 
possible  doubt.  See  Dewing,  Financial  Policy  of  Corporations,  vol.  4,  p.  49. 

85a.  Average  of  preceding  three  years,  76  Chron.  247. 

356.   75  Chron.  1044. 

85e.   Adjusted  to  12  months  from  published  eamingi  of  5  months  6  days. 


THE  SUCCESS  OF  CONSOLIDATIONS 


101 


Tablb 

IV.— 

CoifPABISON    OF    THB 

SmfH  1 

Ta"im.ib 

v.— 

CnifpAitTaoN    i 

r>v    Tira 

or  THX 

Fdcsd 

AND  CoNTINGBNT  ChARGSS, 

Earnings  brtTBB  Ftrat  Year  with 

WITH  THX  PbXVIOUB,  THB  ESTIMATED  AND 

THX  Lateb  Eabnings 

THB  PRBYIOfJSl^T^TBD  AND  LaTEB 

Earnings           -',.' 

•      • 

'    la, 

Sub  of 

fixed 

aadoon- 

tiafent 

to  pre- 

▼ions 

Sum  of 
fixed 
and 
contin- 
gent to 
cetS- 
mated 

Sum  of 
fixed 
and  con- 
tingent 
tofirst 
year 

Sum  of 
fixed 
and  con- 
tingent 
totonth 
year 

Sum  of 
fixed 
and  con- 
tingent 
to  ten- 
year 
average 

Pint 

yearto 

previ- 

OM 

earn- 
ings 

First 
yearto 
esti- 
mated 
earn- 
ings 

First 
yearto 
sum  of 
fixed  and 
contin- 
gent 
charges 

« 

First 
yearto 
tentb- 

year 
earnings 

yeartb 
ten- 
year 
aver- 
age 

1 

111.8 

109.0 

large 

111.6 

148.4 

small 

small 

small 

small 

small 

t 

18.5 

7.6 

77.7 

large 

44.5 

17.8 

9.8 

188.5 

large 

57.8 

S 

107.1 

65.8 

none 

738.5 

1089.0 

small 

small 

small 

small 

small 

4 

88.8 

46.4 

84.8 

67.8 

77.8 

106.9 

55.8 

119.5 

79.8 

98.0 

5 

47.8 

85.0 

68.8 

119.7 

88.9 

69.5 

50.8 

145.8 

174.1 

119.0 

6 

84.8 

5a9 

74.6 

50.8 

71.6 

118.9 

79.8 

184.7 

67.5 

96.8 

7 

58.0 

19.8 

99.9 

16.8 

89.8 

56.8 

19.8 

100.8 

16.4 

89.4 

8 

78.4 

58.5 

48.7 

78.5 

41.5 

169.6 

188.9 

884.8 

169.8 

97.5 

9 

14.4 

18.8 

18.6 

80.5 

16.7 

77.7 

71.7 

589.0 

164.6 

90.0 

10 

88.1 

88.8 

86.1 

11.8 

15.0 

181.9 

187.4 

888.5 

45.0 

57.4 

11 

88.8 

51.5 

158.9 

68.7 

188.8 

58.4 

88.7 

65.4 

44.4 

90.4 

It 

108.6 

78.7 

104.7 

807.1 

184.7 

108.6 

75.5 

96.8 

199.8 

177.9 

IS 

10.1 

11.8 

75.1 

large 

large 

85.5 

14.9 

188.5 

small 

small 

14 

48.8 

87.8 

84.1 

86.8 

89.9 

186.9 

109.6 

898.8 

78.7 

117.1 

15 

188.0 

78.8 

805.9 

188.1 

147.1 

67.1 

88.1 

48.6 

59.4 

71.4 

16 

40.8 

81.8 

89.8 

86.7 

81.8 

187.7 

78.6 

861.1 

185.4 

108.5 

17 

48.0 

88.4 

85.7 

55.8 

48.1 

184.8 

90.8 

879.8 

156.8 

180.4 

18 

77.8 

58.8 

78.8 

64.0 

51.4 

106.8 

79.7 

186.6 

87.5 

70.8 

19 

56.8 

89.4 

57.9 

177.8 

87.8 

98.4 

68.0 

178.9 

806.5 

150.7 

80 

54.8 

41.8 

70.8 

188.8 

66.1 

78.0 

58.8 

148.0 

174.6 

98.9 

SI 

58.8 

89.8 

89.1 

568.0 

46.7 

149.0 

74.5 

855.7 

1487.0 

119.1 

n 

65.8 

50.8 

48.0 

107.4 

86.9 

186.8 

105.8 

808.4 

883.9 

181.8 

8S 

86.8 

86.1 

68.9 

18.8 

40.8 

58.4 

58.5 

145.0 

86.6 

58.4 

M 

45.5 

85.9 

56.0 

50.8 

54.3 

81.8 

46.8 

164.1 

88.8 

89.0 

t5 

68.8 

49.8 

51.5 

80.5 

79.8 

181.8 

95.7 

194.1 

156.8 

155.0 

to 

48.8 

48.8 

58.8 

49.7 

98.8 

81.8 

81.8 

185.9 

98.8 

173.5 

87 

68.5 

58.9 

104.4 

88.5 

95.8 

65.8 

51.7 

95.8 

79.1 

91.9 

88 

158.0 

58.8 

181.1 

large 

847.1 

186.8 

48.8 

88.4 

large 

808.8 

80 

58.8 

48.6 

56.8 

48.4 

89.4 

108.6 

86.8 

177.7 

75.8 

69.9 

30 

88.9 

86.5 

98.1 

89.6 

50.3 

84.7 

87.1 

108.8 

80.4 

51.5 

81 

41.6 

45.0 

45.7 

41.7 

4a4 

91.1 

98.6 

819.1 

91.8 

106.1 

88 

81.8 

5a7 

68.8 

49.4 

46.7 

188.6 

98.8 

158.8 

78.8 

78.9 

88 

45.0 

88.1 

87.7 

91.5 

68.8 

58.4 

87.8 

114.0 

104.5 

71.0 

84 

105.0 

89.9 

160.4 

168.8 

186.5 

65.6 

84.8 

68.4 

101.5 

116.5 

88 

74.6 

66.8 

444.0 

690.0 

489.8 

16.7 

14.9 

88.4 

158.8 

98.7 

A 

583 

48.8 

70.8 

78.5 

71.6 

84.7 

58.8 

148.0 

91.8 

91.9 

Avwafe 
kelvMs 
taartOM 

68.7 

48.4 

78.8 

78.1 

90.1 

89.4 

60.7 

145.1 

107.8 

89.6 

« 


WOOL  MANUFACTURES  103 

changes  in  their  economic  position  which  add  to  or 
detract  from  the  competitive  strength  of  the  domestic 
trade,  and  deriving  therefrom  the  situation  in  which  the 
anticipated  tariff  revision  finds  the  American  industry. 
In  considering  these  questions,  it  will  be  convenient  to 
survey  the  foreign  manufactures  first. 


Interest  centers  strongly  upon  the  Continental  indus- 
tries at  the  present  time,  perhaps  in  part  from  the  fact 
that  actual  knowledge  of  industrial  conditions  in  those 
countries  is  relatively  scant  and  that  conditions  there 
are  more  imstable  than  in  Great  Britain  or  the  United 
States.  Take,  for  example,  the  matter  of  raw  material 
supplies  for  the  Continent.  We  know  that  supplies  of 
wool  in  France,  Belgium,  and  Germany  were  peculiarly 
low  at  the  time  of  the  armistice,  and  that  replenishment 
has  gone  on  haltingly  since  that  time,  complicated  by 
the  lack  of  purchasmg  power  on  the  part  of  Continental 
merchants  and  manufacturers,  lack  of  credit  facilities, 
the  imcertainties  of  exchange,  and  in  the  case  of  Ger- 
many and  Austria  the  question  of  pre-war  debts.  Bel- 
giiun,  then  France,  and  more  recently  Germany,  have 
been  able  to  buy  in  the  English  or  colonial  wool  markets 
—  or  to  some  extent  at  the  wool  sales  at  Antwerp  spe- 
cially arranged  for  by  the  British  government  and  the 
London  wool  brokers  —  but  purchases  must,  on  ac- 
count of  exchange  fluctuations,  be  intermittent.  Ger- 
many this  month  may  be  able  to  buy  largely  —  even 
dominate  a  quiescent  London  market  —  but  next 
month  may  be  forced  by  falling  exchange  rates  to  with- 
draw almost  completely.  Just  how  adequately  stocked 
the  Continental  mills  may  be  we  can  only  guess. 

Nevertheless,  progress  on  all  lines  has  undoubtedly 
been  made.   Peace  found  working  forces  largely  scat- 
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I)erfaap6  be  recalled  that  the  Tariff  Board  ten  years  ago 
found  the  conversion  costs  in  e.  g.,  the  German  industry 
(where  among  Continental  countries  inquiry  seems  to 
have  been  most  adequate)  were  somewhat  less  f  avorable, 
as  compared  with  those  of  American  producers,  than 
those  of  English  manufacturers.^  It  is  also  true  that  the 
free-trade  English  market  was  relatively  free  from  Con- 
tinental importations,  and  that  the  bulk  of  such  im- 
portations that  did  reach  England  was  in  character 
different  from  the  chief  British  productions:  imports  of 
French-system  or  Belgian-system  yams,  cloths  of  the 
soft,  Continental  type,  and  the  like. 

Data  on  the  current  situation  are  of  course  relatively 
scarce,  but  certain  facts  are  available.  Rates  for  com- 
mission scouring,  carbonizing,  and  combing  are  always 
suggestive  tho  indicating  probably  the  extreme  in  com- 
parative costs  throughout  the  whole  industry.  In  this 
connection,  a  recent  German  combing  schedule  may  be 
instanced.  The  charges  therein  ran  from  approximately 
6}  cents  per  poimd  for  low  crossbred  wool  to  6f  cents 
for  merino  to  half-blood.^  Such  rates  appear  as  40  to 
60  per  cent  of  the  current  Bradford  charges,  and  the 
latter  in  turn  are  50  to  70  per  cent  of  representative 
American  rates.  As  the  Wool  Record  states  in  comment 
upon  the  German  charges,  **  There  is  no  doubt  that  when 
trade  does  begin  to  revive,  competition  in  all  the  mar- 
kets of  the  world  will  be  exceptionally  keen."  Already 
the  British  industry  is  feeling  the  competition  of  Con- 
tinental producers  along  certain  lines,  as  in  the  supply  of 
knitting  yams  to  the  Leicester  knit-goods  trade.  Diu*- 
ing  the  war  period,  the  British  spinners  had  a  practical 
monopoly  of  this  business,  but  now  the  soft,  French- 
system  worsted  yams  and  the  Belgian-system  woolen 

1.  Tuiff  Board  Report  on  Wool  and  Wool  Manufactures,  pp.  16. 17. 
a.  Wool  Raeofd  and  Textile  World  (Bradford.  Enc).  March  10.  1921.  p.  16.  The 
ehaiiea  were  converted  at  the  then  existing  rate  of  exchange. 
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were  usually  disposed  of  on  the  Continent.  British 
woolen  manufactxu^rs  would  not  bother  with  this  in- 
ferior tho  cheap  stock.  During  the  war,  however,  the 
British  were  compelled  to  use  more  and  more  of  this 
type  of  wool,  carbonizing  capacity  was  materially  in- 
creased, and  today  the  British  woolen  trade  can  work 
and  does  work  this  relatively  inexpensive  staple.  It  has 
been  stated,  moreover,  that  the  better  lengths  of  such 
wool  have  been  utilized  in  blends  for  the  manuf actiu^  of 
tops.^  Again,  before  1914,  South  African  and  South 
American  wools  were  largely  neglected  by  the  British 
wool  manufactiu'e,  chiefly  by  force  of  habit  or  prejudice. 
War  exigencies  compelled  British  combers  and  spinners 
to  become  acquainted  with  these  staples.  They  will 
accordingly  be  able  not  only  to  secure  somewhat  vary- 
ing effects  by  the  utilization  of  these  wools,  but  also  to 
take  advantage  of  variations  in  price  of  these  goods  from 
that  of  their  better  known  Australasian  wools. 

On  the  American  side,  changes  of  the  above  types 
have  not  been  numerous,  nor  in  some  cases  do  they 
promise  to  be  permanent.  Take,  for  example,  the  situa- 
tion with  respect  to  Cape  wools.  Before  the  war,  imder 
the  Republican  tariffs,  trade  in  these  fleeces  was  neg- 
ligible. Because  of  the  fine  character  of  these  wools  and 
of  the  sandy  country  in  which  they  are  grown,  they  have 
a  peculiarly  high  shrinkage,  and  consequently  could  not 
be  advantageously  imported.  During  the  war,  with 
free  importation  of  wool,  South  African  staples  became 
a  fairly  common  article  in  oxu*  markets.*  Whether  or 
not  this  trade  can  be  continued,  depends  on  the  char- 
acter of  the  wool  duties  enacted  in  the  new  tariff.    A 

4.  Sueh  a  dcrdopment  ia  disputed  in  the  trade,  but  becauae  of  prejudice  against  the 
OM  of  earboniaed  woob  at  all  in  the  worsted  industry  it  ia  difficult  to  ascertain  the  exact 
truth. 

6.  This  movement  waa  aided  by  the  fact  that  the  Australasian  wools  were  taken 
by  the  Briti^  gorenunent. 
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find  it  more  advantageous  to  add  something  to  the  pay 
of  the  spinner  who  then  takes  care  of  the  dofl^g.  Can 
it  be  that  the  American  wool-manufacturing  industry, 
by  virtue  of  its  supply  of  immigrant  labor,  has  reached 
the  stage  when  it  has  no  incentive  to  put  in  labor-saving 
improvements? 

The  automatic  loom  which  has  found  favor  in  the 
British  weaving  sheds  is  of  the  Northrop  type.  "North- 
rop" and  "automatic"  are  synonymous  in  the  present 
British  wool-manufacturing  nomenclature.  As  yet  the 
automatic  loom  of  the  box  type  which  has  been  de- 
veloped by  the  Crompton  &  Knowles  Loom  Works  of 
Worcester  (Mass.)  has  not  been  introduced  in  England, 
despite  the  fact  that  the  ordinary  box  loom  of  the 
Crompton  &  Knowles  type,  made  by  the  Dobcross 
people  in  England,  one  time  Ucensees  of  the  American 
firm,  is  the  box  loom  most  widely  used  in  the  woolen  and 
fancy  worsted  districts  of  Great  Britain.*  On  the  whole, 
the  automatic  loom  seems  to  have  made  less  headway  in 
England  than  in  the  United  States.  The  character  of  a 
considerable  portion  of  the  British  production  —  fine 
goods  or  goods  of  special  design  and  limited  quantity  — 
does  not  fit  well  with  the  economy  of  this  machine.  At 
present  geographically  as  well  as  industrially  the  scope 
of  the  loom  is  limited.  For  example,  none  are  to  be 
found  in  the  Bradford  district,  even  the  Northrop  loom 
not  having  been  as  yet  adapted  to  the  particular  require- 
ments of  that  manufacture.    Outside  the  Huddersfield 

8.  Oxke  reMon  which  ia  advanced  for  the  readier  adoption  of  the  Northrop  machine 
in  the  Britiah  worsted  manufacture  ia  that  the  greater  homogeneity  of  worsted  yams  in 
that  country  permits  the  use  of  a  plain  or  single-shuttle  loom.  For  many  if  not  most 
miDa  in  this  country,  it  is  necessary  in  weaving  even  single-color  goods  to  employ  at 
least  two  shuttles  —  requiring  of  course  a  box  loom  —  both  containing  yam  that  is 
theoretically  identical  in  character.  As  the  weaving  proceeds,  the  shuttles  are  used 
alternately,  or,  in  the  jargon  of  the  industry,  the  "fillings  are  mixed."  Were  such  pre- 
eautiona  not  employed,  the  finished  cloth  would  show  a  streak  where  a  change  occurred 
in  the  yam  delivered  by  the  single  shuttle  (as  one  bobbin  ran  out  of  yam  and  another 
waa  inaerted),  merdy  by  reaaon  of  the  yam's  lack  of  homogeneity. 
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ning  and  weaving.  Two  such  processes  rarely  seen  in 
American  mills  but  still  occasionally  foimd  in  British 
plants  are  warping  and  hand-dressing.  In  the  former 
process,  the  yam  is  wound  from  the  bobbins  on  to  big, 
slow-running  ''warping  mills"  for  the  purpose  of  making 
up  sections  of  the  warp.  Subsequently  these  sections 
are  woimd  upon  the  loom  beam.  Dressing  by  hand  is 
utilized  at  the  time  of  this  transference  of  warp  to  the 
loom  beam  in  order  that  the  various  yams  of  the  warp 
should  be  properly  and  evenly  arranged.  By  the  im- 
provement of  beaming  machinery  and  the  greater  de- 
velopment of  motor  transport  (facilitating  mill-to-mill 
transfers  of  the  heavy  and  bulky  loom-beams)  the  ne- 
cessity of  dividing  the  operation  and  of  skilled  manual 
intervention  has  been  eliminated  for  most  work.  Warp- 
ing and  dressing  are  considered  moribund  trades  in 
England.  They  persist  only  in  certain  locaUties  and 
certain  mills,  especially  in  the  dress-goods  trade  of  the 

• 

Bradford  district." 

A  further  point  of  importance  in  connection  with  the 
technological  aspect  of  the  British  wool  manufacture  is 
the  marked  increase  within  that  industry  of  interest  in 
scientific  research,  a  ciuious  instance  of  the  influence  of 
the  chief  loser  in  the  World  War  upon  one  of  the  victors. 
A  British  Research  Association  for  the  Woolen  and 
Worsted  Industries  has  been  formed  among  the  manu- 
factiu*ers.  Subscriptions  of  considerable  amount  have 
been  raised,  which  together  with  a  subsidy  from  the 
government's  Department  of  Scientific  and  Industrial 
Research  have  enabled  the  piurchase  and  equipment  of 
a  laboratory  and  the  inauguration  imder  experts  of  in- 
quiries into  various  fields  of  wool-textile  technique,  such 
as  woolen  spinning  and  cloth  finishing,  of  which  little  of 

11.  Thit  ehaage  in  British  pnetioe  ii  eicnificant  despite  the  fsot  that  it  ii  really  an 
adoptJoo  of  earlier  American  iwaetice. 
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not  only  more  than  the  average  enhancements  of  cost, 
but  more  than  shnilar  expenses  m  this  country  —  among 
them,  coal,  dyestuffs,  and  taxes.  Cheap  coal  has,  of 
course,  been  for  decades  a  supposedly  firm  foimdation 
for  British  manufacture.  It  would  be  indulging  too 
much  in  prophecy  to  state  that  coal  in  England  will 
never  be  cheap  again.  But  for  the  present  the  fuel  item 
has  become  a  much  more  considerable  portion  of  the 
factory  expense  than  ever  before,  and  there  is  no  un- 
mediate  prospect  of  a  change  from  this  situation. 
Yorkshire  and  Scotland,  to  be  sure,  possess  splendid 
possibilities  in  the  development  of  hydro-electric  power, 
but  as  yet  little  has  been  done  for  the  wool  manufacture 
in  this  regard.  Wool  dyes,  too,  have  presented  a  some- 
vdiat  serious  problem  to  the  British  dyers.  The  manu- 
facture of  dyestuffs  in  England,  as  in  the  United 
States,  seems  destined  to  need  governmental  assistance 
for  some  years.  In  consequence,  at  least  temporarily, 
the  cost  of  dyestu£Fs  is  enhanced  somewhat  more  than 
other  costs  have  been  increased  in  the  last  few  years. 
The  American  dye  industry,  as  it  happens,  before  the 
war  had  produced  a  few  of  the  standard  wool  dyes, 
and  during  the  war  period  found  wool  dyes  easier  to 
develop.  The  wool  manufacture  has  consequently  been 
less  disadvantageously  affected  than  some  other  textile 
trades.  Finally,  the  substantial  increase  in  taxes,  with 
the  possibility  of  a  higher  range  of  prices  for  some 
articles  through  the  duties  on  imports  involved  in  the 
"safeguarding"  of  British  industries,^*  or  in  imperial 
preference,  should  be  mentioned,  together  with  the 
charges  upon  the  industry  for  health  insurance  and  the 
like.  By  the  degree  to  which  the  British  manufacture  is 
more  unfavorably  affected  by  such  factors  as  these  than 

14.  The  British  wool-iiuuiufacturiiig  iniereot  is  apparently  opposed  to  this  policy; 
see  a  manifesto  signed  by  many  influential  Yorkshire  producers  in  the  Wool  Record, 
July  14,  1021,  p.  106. 


WOOL  MANUFACTURES  115 

paratively  and  absolutely  the  American  labor  forces 
have  probably  improved  in  character  in  recent  years. 
At  least,  were  another  investigation  to  be  made  such 
as  that  of  the  Tariff  Board  into  the  turnover  in  the 
American  mills,  it  is  imlikely  that  such  extraordinary 
frequency  of  movement  into  and  out  of  the  wool  manu- 
facture and  from  one  mill  to  another  within  the  industry 
would  be  discovered.^*  This  change  I  attribute  to  the 
temporary  diminution  of  the  immigrant  flood  and  to  the 
relatively  prompt  and  high  advances  in  wages  which 
have  been  made  by  the  wool  manufacture  as  compared 
with  other  industrial  lines.  ^^  Of  the  permanence  of  this 
improvement,  however,  one  may  be  doubtful. 

The  British  wool  industry  has  a  further  advantage 
from  the  point  of  view  of  labor,  that  of  organization  or 
perhaps  we  may  call  it  orderliness.  The  formation  of 
manufacturers'  associations  on  the  one  side  and  of  labor 
unions  and  labor  imion  amalgamations  on  the  other  pro- 
ceeded fairly  rapidly  during  the  war  period  and  the  year 
or  so  afterwards.  The  industry  was  accordingly  well 
equipped  for  the  adoption  of  that  method  of  settling  in- 
dustrial troubles  which  involves  the  so-called  Whitley 
Coimcils.  Such  an  institution  was  organized  in  the  early 
part  of  1919,  and  by  virtue  of  the  dominance  of  one  or 
two  exceptional  leaders  on  either  side,  perhaps  also  by 
reason  of  a  rather  conservative  temper  among  the  Brit- 
ish wool  workers,  the  Coimcil  has  had  on  the  whole  very 
good  success.  Indicative  of  its  effectiveness,  in  addition 
to  the  avoidance  of  all  strikes  and  lockouts  in  the  past 
unsettled  two  years,  is  the  smooth  working  of  its  ar- 
rangements as  to  wages.  War  bonuses  which  had  been 
given  during  the  war  years  in  terms  of  percentage  of  the 
I»e-war  wage  rates  were  converted  in  1919  into  cost-of- 

Itt.  Tariff  Bottrd'i  Report  on  Schedule  K,  pp.  96»-981. 

17.  Cr.  below;  alio  Reporte  of  Natioiial  Indoetrud  Conferenoe  Board  on  Wate 
inlndiiatry. 
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opportunity  for  the  interchange  of  opinions,  and  with  no 
directing  agency  or  body.  Even  wage  changes  have  in 
most  mills  been  stated  in  such  a  manner  that  the  or- 
dinary operative  would  have  considerable  difficulty  in 
forming  an  independent  judgment  as  to  whether  the 
movement  of  his  wages  has  or  has  not  kept  in  step  with 
the  changes  in  prices. 

Besides  the  clarity  of  the  British  wage  arrangements, 
making  for  industrial  peace,  there  is  the  further  ad- 
vantage to  the  British  wool  manufacture  that  by  reason 
of  the  particular  method  whereby  actual  wages  are  now 
determined  —  by  ratios  of  pre-war  rates  tied  to  the 
cost-of-living  index  nimiber,  and  adjustable  monthly  — 
the  wages  bill  has  decreased  and  will  decrease  with  every 
considerable  betterment  of  the  British  economic  situa- 
tion, whether  the  modification  of  the  post-war  specula- 
tive mania,  the  elimination  of  monetary  depreciation, 
or  the  readjustment  of  general  European  conditions. 
American  wage  reductions  will  be  fought  by  the  labor 
unions  and  nothing  but  industrial  depression  of  an  im- 
mistakable  sort  will  enable  the  employers  to  win  their 
point.  In  England,  after  a  sufficient  decline  in  the  cost 
of  living,  the  presumption  is  in  favor  of  the  manufac- 
turers; labor  must  show  cause  why  wages  should  not  be 
reduced  in  accordance  with  the  prearranged  system. 

On  the  other  hand,  to  be  sure,  provisions  attached  to 
the  wage  agreements  covering  various  branches  of  the 
British  wool  industry  specify  that  wages  shall  not  decline, 
whatever  the  course  of  general  prices,  fully  to  the  pre- 
war level  —  labor  shall  register  a  net  gain  when  the 
normal  i)ost-war  conditions  have  appeared.*"  This  aim 
is  to  be  secured,  as  in  the  case  of  the  well-deserving  wool- 
combers,  by  means  of  special  percentages  upon  the  pre- 

20.  B^rood  the  gj^n  through  the  ahorteninc  of  working  houn  from  55}  to  48,  with- 
out a  dodiiie  in  time  wac^  and  with  a  pro  rata  inereaae  of  piece  wages. 
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that  time  to  the  recent  general  business  depression,  the 
industry  found  its  path  one  of  ease  and  prosperity.  The 
dividend  rates  of  many  wool  companies,  such  as  the 
American  Woolen  or  the  Arlington  Mills,  are  of  them- 
selves sufficient  evidence.  Contributing  to  this  situa- 
tion have  been  the  absorption  of  Europe  in  war,  the 
increased  natural  protection  of  higher  freight  rates,  the 
general  rise  in  prices,  and  the  opportimity  to  supply  cer- 
tain neutral  markets;  not  least,  the  extraordinary 
demand  for  military  cloths  by  the  United  States  govern- 
ment after  our  entrance  into  the  conflict.  Even  after 
the  conclusion  of  armistice  and  peace,  the  insistent  de- 
mand for  goods  had  sufficed  up  to  the  middle  of  1920  to 
sustain  the  industry  notwithstanding  the  increased 
importation  of  wool  products  from  England  and  more 
recently  the  CJontinent.  Accordingly,  while  the  British 
industry  was  being  tried  and  tested  in  the  stress  of  war- 
time exigencies,  the  American  had  the  ease  of  abnormal 
prosperity.  Despite  many  divergent  circmnstances,  one 
is  struck  with  certain  forcible  resemblances  of  the 
present  with  the  post-Civil  War  period.  During  that 
struggle  also,  northern  woolen  mills  had  enjoyed  excep- 
tional prosperity.  New  mills  were  built,  the  capacity  of 
old  ones  enlarged,  and  various  cotton  mills  were  trans- 
formed for  the  production  of  wool  fabrics.  With  what 
result  upon  the  tariff?  Before  the  war  our  wool  manu- 
facture had  survived,  and,  I  believe,  had  been  content 
under  tariffs  of  30  and  24  per  cent  on  manufactures,  with 
a  similar  duty  on  the  raw  wool  during  the  greater  part  of 
the  time;  but  in  1865-66  the  domestic  producers  or- 
ganized and  practically  dictated  the  Woolens  Act  of 


to  njr  attention  when  an  experienced  wtxd-comber  and  top-maker  sold  his  plant 
outiltht  alter  the  first  few  months  of  operation  under  the  8  per  cent  duty  aooorded  to 
tope  by  the  Underwood  tariff.  A  proper  adjustment  of  rates  of  semi-manufaetured 
articles  would  probably  haye  saved  considerable  confusion  and  disruption  in  the 
Industry. 
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preparatory  machines,  woolen  cards.  Similarly,  but 
with  a  greater  disparity,  while  worsted  spindles  have  as 
a  whole  expanded  a  third  since  1909,  combing  machines 
have  incr^wed  but  approximately  10  per  cent.^  Such 
statistics  suggest  a  trend  toward  the  spinning  of  sub- 
stantially finer  yams  in  the  last  decade.  The  production 
and  use  of  such  yams  are  less  satisfactorily  fitted  to 
American  conditions  than  in  the  case  of  coarser  yams. 
In  the  manufacture  and  employment  of  fine  yams, 
greater  care  and  labor  per  unit  of  output  are  required, 
other  things  being  equal.  Scouring  must  be  carried  on 
more  carefully  and  combing  more  slowly.  Drawing  can 
be  accomplished  perhaps  only  with  the  introduction  of 
added  operations,  the  speed  of  spinning  spindles  must 
be  lowered,  and  that  of  the  loom  modified.  All  along  the 
line,  higher  counts  mean  added  difficulties. 

Again,  there  seems  to  be  some  duplication  of  equip- 
ment. The  statistics  show  a  sudden  reaction  toward  the 
woolen  manufacture  after  1914,  the  more  interesting 
because  preceding  decades  had  witnessed  a  fairly  steady 
and  quite  decided  decline  in  the  position  of  that  branch 
of  the  industry.  The  recent  increase  in  carding  sets  and 
woolen  spindles  is  to  be  explained  in  large  part,  of 
course,  by  the  military  demand  for  woolen  fabrics,  but 
in  lesser  measure  by  a  renewed  public  desire  for  such 
goods.^  At  least,  there  has  been  a  considerable  exten- 

23.  MoreoTer,  with  the  speoial  czpAotion  of  the  French  system,  a  considerable  pro- 
portion of  the  added  combine  machines  muit  have  been  of  the  Ck>ntinental  type,  of 
which  the  productivity  is  only  about  a  third  that  of  the  standard  Noble  comb.  Some 
allowanoe  must,  on  the  other  hand,  be  made  for  the  slower  consumption  of  tops  by  the 
lYcDch-system  spinning  processes;  for  the  employment  of  topB  imported  more  freely 
under  the  rdatively  low  (8  per  cent)  duty  of  the  Underwood  tariff;  and  something  may 
be  allowed  for  the  greater  productivity  of  combs  in  the  commission  combing  establish- 
ments, which  have  grown  materially  in  the  last  decade  as  compared  with  the  same  num- 
ber of  combs  in  integrated  plants.  However,  with  all  allowances,  the  general  situation  — 
spinning  SQuipment  outnmning  preparatory  equipment  —  is  sufficiently  obvious,  or  in 
other  words  greater  attenuation  and  more  twist  being  given  the  average  yam.  It  should 
be  added  that  the  increase  in  wo<d  consumption  closely  aiqprojdmates  the  increase  in 
prsparatory  machinery. 

34.  To  be  surs,  the  increased  demand  for  cloths  of  woolen  texture  has  in  part  been 
by  an  extension  of  the  manufactors  of  wossted^warp  and  woolen-weft  fabrics. 
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tinental  cloths.  In  sum,  I  fancy  this  recently  expanded 
branch  of  the  wool  manufacture  to  be  the  portion  with 
the  least  competitive  strength.^ 

Finally,  it  is  probable  that  the  increase  of  the  indus- 
try's productive  capacity  even  in  its  most  restricted 
sphere  has  outrun  the  available  market  under  normal 
conditions.  There  has  been  an  increase  of  weaving 
capacity  of  from  10  to  15  per  cent  —  taking  into  accoimt 
both  the  increase  in  the  nmnber  of  broad  looms  and  the 
spread  of  automatic  looms  —  at  the  same  time  that 
knitted  fabrics  such  as  jersey  cloth  have  been  making 
extensive  inroads  into  the  field  of  woven  wool  goods  and 
that  the  cotton  industry  has  continued  its  encroach- 
ments on  the  same  domain,  as  in  the  more  extensive 
production  of  palm  beach  suitings.^^  It  is  a  serious 
question  whether  such  expansion  is  warranted  by  the 
growth  in  our  population  or  the  enhancement  of  our 
normal  purchasing  power. 

Taking  the  whole  matter  of  capacity  into  accoimt, 
then,  it  is  obvious,  I  believe,  that  all  is  not  well.  There 
has  been  a  duplication  of  yam-producing  equipment 
which  in  mills  carrying  on  both  branches  of  the  industry 
will  lead  to  higher  overhead  charges  through  idle  ma- 
chinery, and  which  among  specialized  mills  may  easily 
lead  to  such  severe  competition  as  to  eliminate  profits 
from  all  but  the  more  efficient  establishments.  Again, 
th^«  has  been  a  growth  in  weaving  capacity  beyond  the 
probable  normal  demand  for  cloth,  and  particularly 

27.  The  Continental  tyetem  is  not  really  a  newcomer  in  this  country,  dating  at 
kaat  from  the  eariy  or  middle  eighties.  It  could  hardly  be  termed  an  "  infant  industry." 
Still  one  should  not  be  too  exacting  when  attempting  to  put  a  time  limit  on  infancy  in 
industry.  Mr.  Ta^or,  representing  the  National  Mohair  Growers'  Association,  recently 
stated  to  the  Ways  and  Means  Ck>mmittee:  *  *I  am  before  you  today  representing  the 
infant  liT»«toek  industry  of  America.  We  by  actual  figures  and  coimt  are  only  71  years 
old."   Hearings  on  General  Tariff  Revision,  1921,  p.  2691. 

28.  Such  abnormal  drcumstanoes  as  the  temporarily  increased  purchasing  power 
of  certain  cissses  in  the  last  year  or  two,  or  the  deerease  in  demand  due  to  the  abbreria- 
tioa  of  women's  skirts  may  be  disregarded. 
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made,  and  our  manufacturers  run  the  machines  at  some- 
what higher  speeds.  And  so  it  goes  from  section  to  sec- 
tion of  the  industry.  On  the  whole,  I  would  regard  the 
American  manufacturing  equipment  as  equal  to  the 
British,  but  not  superior  to  it  even  considering  the  pres- 
ent state  of  the  automatic  loom  in  the  two  countries; 
while  the  outlook  for  the  future  through  progressiveness 
leans  distinctly  in  favor  of  the  foreign  industry. 

In  the  working  of  the  mechanical  equipment  the 
American  industry  has  an  appreciable  advantage.  The 
greater  effectiveness  of  the  American  manufacture  is  in 
part  the  result  of  somewhat  better  organized  produc- 
tion,  more  attention  to  routing  and  the  like;  and  in 
part  the  result  of  production  on  a  larger  scale  in  most 
branches  of  the  industry  —  of  which  more  later.  With 
regard  to  the  human  element  it  is  more  difficult  to  speak 
conclusively.  In  certain  portions  of  the  manufacturing 
process,  as  for  example,  scouring,  combing,  drawing, 
and  possibly  carding  and  pressing,  there  is  little  differ- 
ence to  be  discerned  between  American  and  foreign 
labor  efficiency.  The  processes  require  chiefly  semi- 
mechanical  machine  minding,  and  any  advantage  on 
either  side  of  intelligence,  inheritance,  or  training  has 
little  play.  In  weaving  we  seem  to  have  the  upper 
hand,  probably  in  a  measure  at  the  expense  of  quality  in 
product.  Our  manufacturers  are  able  to  push  their 
workers  somewhat  more,  with  the  result  that  more  com- 
monly here  than  abroad  weavers  will  tend  two,  three, 
or  even  four  looms  (of  the  non-automatic  type).  In 
many  of  the  finishing  operations,  however,  the  foreign 
workers,  especially  the  English,  have  the  advantage, 
probably  in  quantity  and  surely  in  quality  of  produc- 
tion, since  there  experience  is  of  peculiar  value  and  in 
experience  the  foreign  worker  far  overtops  the  American. 

Whatever  the  variation  in  skill  and  efficiency  in  the 
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oentages  for  the  three  groups  above  mentioned  were, 
respectively  125},  135}  and  141}  per  cent.'* 

Exactly  similar  American  figures  are  not  available, 
and  the  best  and  most  recent  ones  seem  to  be  those 
compiled  by  the  National  Industrial  Conference  Board. 
The  most  comparable  figure  of  the  Board's  report  ^  is 
that  of  hourly  earnings.  The  index  figure  of  such  earn- 
ings for  men  showed  a  rise  of  203  per  cent  by  Jime,  1920, 
and  it  remained  above  200  per  cent  imtil  December  of 
that  year,  when  it  slid  off  two  points.  For  women,  the 
peak  reached  was  228  per  cent,  in  Jime,  1920;  but  that 
rate  was  for  the  month  only,  and  in  the  latter  part  of  the 
year  it  too  averaged  aroimd  200  per  cent.  Since  the  end 
of  1920  there  has  been  a  general  decrease  of  22}  per 
cent  based  on  the  workers'  total  wages,  presumably 
bringing  down  the  percentage  of  hourly  earnings  above 
the  base  of  September,  1914  to  aroimd  132}  per  cent  for 
both  men  and  women.*^  Despite  the  failings  of  the 
method  of  comparison  here  utilized,  it  is  obvious  that  as 
far  as  relative  wage  scales  are  concerned,  the  American 
industry  has  at  least  gained  nothing  during  the  war  and 
post-war  periods.  The  disadvantage  in  wages  imder 
which  the  American  manufacturer  proceeded  in  1914  — 
we  have  no  acciurate  comparison  even  in  the  report  of 
the  Tariff  Board  —  has  been  maintained  or  even  in- 
creased in  more  recent  years. 

32.  Based  on  data  as  of  the  middle  of  September,  1921. 

33.  Reaearch  Report  No.  35  of  the  National  Industrial  (inference  Board,  WafO 
Cbaocee  in  Industry.  September.  1914'December,  1920,  pp.  19-21. 

34.  Ineidentally  it  may  be  noted  that  the  increase  in  hourly  earnings  was  greater 
for  th«  wool-manufaeturing  industry  than  for  any  other  reported  in  the  Board's  Report; 
also  th»t  the  eoat-of-living  index  as  given  by  the  Board  showed  an  advance  of  only  about 
90  per  cent  when  the  index  of  hourly  earnings  for  the  wool  manufacture  was  around 
900  per  cent  above  1914.  These  facts  suggest  one  of  two  things:  either  that  the  industry 
is  lenient  about  its  wage  advances,  or  that  through  lack  of  organisation  the  industry  is 
sader  a  severe  handicap  as  compared  with  other  industries  of  the  country.  In  this  latter 
regard,  tbe  influence  of  one  or  two  of  the  more  efl^ent  firms,  like  the  American  Woolen 
Company,  in  setting  the  pace  for  wage  advances  seems  to  have  been  a  disadvantage  to 
the  industry. 
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Comparative  wage  scales  alone  do  not,  of  course,  tell 
the  whole  story,  any  more  than  comparative  excellence 
in  mechanical  equipment  by  itself.  Already  reference 
has  been  made  to  modif3ring  factors,  such  as  the  ad- 
ministrative ability  of  American  manufacturers,  and  to 
the  relative  initiative  and  skill  on  the  part  of  American 
and  foreign  operatives.  Further  factors  to  be  taken  into 
account  are  comparative  scale  of  operations  and  va- 
riance in  form  of  organization. .  These  can  but  be  touched 
upon  here. 

The  operation  upon  a  larger  scale  in  this  country, 
speaking  generally,  both  in  the  worsted  and  woolen 
branches  '*  is  of  advantage  to  that  industry  mainly  by 
reason  of  the  standardization  or  quasi-standardization 
of  product  which  has  taken  place  to  a  notable  degree  in 
our  manufacture.  A  conspicuous  case  is  that  of  the 
Fulton  serges,  one  of  which.  No.  3194,  is  used  in  the 
trade  as  a  sort  of  foot-rule  to  measure  the  general  fluc- 
tuations of  wool  cloth  prices.  Such  goods,  usually  con- 
structed in  medium  or  medium-fine  quality  and  of  plain 
colors  or  conservative  designs,  may  be  secured  in  any 
bulk  desired,  are  always  substantially  imiform  in 
quality,  color,  and  finish,  and  have  filled  in  the  past  a 
wide  and  fairly  constant  demand  from  our  consuming 
public.  The  virtual  lack  of  such  fabric  production  in 
other  countries  may,  with  such  other  factors  as  assur- 
ance of  delivery,  of  "repeat,"  and  credits,  account  for 
the  alleged  disappointment  of  cloth  buyers  who  in 
1913-14,  anticipating  the  new  lower  tariff,  journeyed  to 
Europe  and  retiuned  without  placing  any  considerable 
orders.'*  In  addition  to  fitting  American  requirements 

86.  The  dkpaiity  in  tiae  of  opeimtiont  bttween  this  and  European  coontriee  ie 
creater  in  the  oMe  of  wontedt  than  of  wo(^ns.  altho  in  certain  inatanoee,  tuoh  ae  the 
q;>ecialiied  woolen  mille  of  the  American  Woolen  Comiwny.  the  relation  is  about  the 
•ame  in  the  two  branohea. 

80.  Reporta  in  textile  periodioala  at  the  time.  See  aleo  tlie  recent  account  in  testi- 
mony of  Mr.  William  Goldman,  repreeenting  the  National  Clothiers*  Aaen.  of  Amerioa 
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SO  closely,  the  production  of  such  cloths  in  our  mills  is 
undoubtedly  carried  on  with  maximuTn  effectiveness. 
Under  such  conditions  the  35  per  cent  duty  levied  by  the 
Underwood  tariff  would  be  much  more  valuable  to 
American  manufacturers  than  if  our  output  were  of  the 
conunon  European  type.  It  may  be  added  that  in  so  far 
as  our  industry  has  departed  more  recently  from  the 
production  of  fabrics  of  that  type  under  such  conditions, 
its  competitive  position  has,  it  seems  to  me,  been 
weakened. 

The  second  modif3ring  factor  above  mentioned,  dif- 
ference in  form  of  organization,  applies  chiefly  to  the 
worsted  branch  of  the  industry.*^  Here  again  the  de- 
cision seems  to  depend  upon  the  quality  of  fabric  manu- 
factured. In  the  case  of  the  finer  grades  of  goods,  some 
net  advantage  seems  to  inure  to  differentiated  European 
industries.  There  is  the  possibility  of  greater  individual 
attention  to  blending  or  design;  the  probability  of 
superior  quality  in  the  semi-manufactured  articles;  the 
possibility  of  more  carefxil  watch  over  manufacturing 
niceties;  and  similar  features.  In  the  bulk  manufacture 
of  medium-grade  fabrics,  on  the  other  hand,  integration 
of  the  American  sort  appears  to  enhance  competitive 
strength. 

The  road  to  improvement  in  competitive  strength  in 
the  American  wool  manufacture  seems  hedged  about 
with  difficxilties.  Certain  basic  conditions,  such  as  the 
nature  of  the  wool  fibre**  and  the  general  levels  of 
wages  here  and  abroad,  are  of  course,  beyond  the  power 
of  the  wool  manufacturers  to  modify.  Accepting  them 
as  either  fixed  or  at  best  slowly  changing,  one  might  look 

before  Ways  and  Means  Committee,  Hearings  on  General  Tariff  Revision,  1921, 
pp.  2860  seq. 

37.  The  woolen  branch  is  integrated  in  all  countries;  but  some  comparison  might  be 
niade  as  to  the  degree  of  specialisation  in  each.  The  average  difference  is  not  great. 

38.  Cf .  Taussig,  Some  Aspects  of  the  Tariff  Question,  pp.  357  seq. 
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The  worsted  branch  of  the  American  industry  has  had 
an  essentially  dijfferent  history.  Until  the  50's,  it  existed 
only  as  a  handicraft  manufacture  of  negligible  quantity. 
After  the  invention  abroad  of  the  mechanical  combing 
machines,  the  worsted  yam  manufacture,  at  first  of  the 
English  type  only,  was  imported  into  the  United  States 
and  set  up  in  the  factory  form;  but  it  was  imported  in 
toto  and  with  a  well  developed  technical  equipment. 
Later,  in  the  80's,  when  the  Continental  system  was  first 
introduced,  it  was  brought  in  with  an  even  more  highly 
developed   technique.     Since   their   importation,    the 
methods  and  equipment  of  worsted  yam  production 
have  received  no  important  change  originating  on  this 
side  of  the  Atlantic.   Even  increases  in  the  size  of  ma- 
chinery have  come  chiefly  from  abroad,  because  of  the 
relatively  late  development  of  worsted  machine  build- 
ing in  the  United  States.^   For  the  Bradford  system 
tiiis  means  passiveness  of  nearly  three-quarters  of  a 
century,  and,  as  already  intimated,  the  Continental 
system  cannot  continue  to  qualify  as  an  ''infant  indus- 
try."  The  reasons  for  this  imitativeness  are  uncertain: 
whether  the  spell  of  the  British  or  Continental  prece- 
dents, the  influence  of  the  proprietors  and  foremen  of 
foreign  birth  who  always  have  been  more  niunerous 
here  than  in  the  woolen  branch,  the  lack  of  an  ade- 
quate and  stable  machine-building  industry,  or  a  com- 
placency fostered  by  a  high  tariff  wall,  particularly 
favorable  to  worsteds,  and  a  rapidly  expanding  domestic 
market. 

OMtiiic  ttept  in  the  nuunifacturinc  prooeM.  Advance  would  be  looked  for  along  the 
Knee  of  ims»roTement«  such  aa  frame  spinning  of  woolen  srama,  of  a  better  understand- 
ing  of  the  proresew,  their  perf eotion*  saving  in  materials  through  reduction  of  wastes  and 
of  imperfect  goods,  and  the  like.   Much  remains  to  be  done  in  such  particulars. 

42.  The  recent  devdopment  of  the  automatic  box  loom  for  the  joint  weaving  section 
of  the  two  manufactures,  tho  of  more  immediate  value  in  worsted  weaving,  is  the  prod- 
vet  of  the  machine-building  industry  rather  than  of  either  branch  of  the  wool  manu- 
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countries  than  in  the  United  States.  Even  inventions 
or  improvements  coming  from  our  manufacture,  if  of 
an  isolated  variety,  would  have  little  permanent  effect 
on  the  comparative  strength  of  American  and  foreign 
industries,  since  in  these  days  improvements  cannot 
be  kept  secret  long.  Only  steady  and  imremitting 
endeavor  along  such  lines  would  avail,  and  our  manu- 
facture is  not  in  the  position  or  spirit  to  make  that  en- 
aeavor.  The  leading  organizations  in  the  American 
industry  show  no  interest  in  the  deliberate  promotion  of 
research  and  invention,  and  our  textile  journals,  pre- 
sumably following  the  tastes  of  their  clienteles,  devote 
little  space  to  the  matter.  None  of  the  interest  and 
activity  along  these  lines  which  seems  to  infuse,  say, 
the  British  manufacture  is  apparent  in  our  industry. 
Accordingly  we  can  hardly  anticipate  that  future  prog- 
ress in  technical  equipment  will  emanate  from  American 
soiu-ces;  we  can  hardly  hope  for  increased  competitive 
power  in  our  manufacture  from  this  quarter. 

Advance  through  a  better  control  of  wages  in  the 
wool  manufactiu-e  itself  is  possible  only  by  means  of  in- 
creased cooperation  among  American  manufacturers. 
As  long  as  competitive  bidding  for  employees  exists, 
wages  are  bound  to  be  maintained  frequently  at  un- 
necessary heights.  Some  rather  informal  understandings 
have,  to  be  sure,  been  created  at  times  in  the  past  among 
mills  in  certain  localities,  but  these  have  not  had  suffi- 
cient strength  to  be  very  effective.*^  The  wool  manu- 
factiu-e  in  this  country  is  not  as  definitely  localized  as 
that  of  Great  Britain,  but  the  greater  portion  of  it 
could,  I  believe,  be  satisfactorily  organized.  However, 
at  best  advance  along  this  line  would  be  only  a  pallia- 
tive. The  general  level  of  wages  would  be  little  affected, 

46.  It  is  perhaps  a  matter  of  regret  that  the  National  Association  of  Wool  Manu* 
foctorers  did  not  lead  the  way  in  this  matter  when  in  1910  it  had  an  opportunity.  No 
doobi  there  were  various  reasons  why  that  Association  might  hesitate. 
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What  conclusion  can  be  reached,  having  regard  to  the 
conditions  above  outlined,  in  the  field  of  tariff  policy? 
It  appears  that,  tho  there  are  possibilities  of  greater 
competitive  strength  in  the  American  wool  manufac- 
ture, the  probabihties  of  effective  advance  are  not 
great.  Little  is  being  done  to  put  the  domestic  industry 
in  the  way  of  progress,  either  in  the  matter  of  technical 
improvement  or  of  wage  control;  nor  is  effort  being 
made  toward  the  standardization  of  those  articles  — 
such  as  tops  and  yams  —  in  the  development  of  which 
the  industry  as  a  whole  might  have  influence.  The 
deductions  to  be  drawn  from  these  general  conditions  of 
possibility  and  probabiUty  obviously  will  differ  sharply 
according  to  one's  economic  or  poUtical  faith.  For  one 
who  views  with  regret  the  indefinite  maintenance  of 
tariff  aid  for  any  industry  which  shows  no  real  prospect 
of  ultimate  self-sufiKciency,  the  situation  is  discouraging. 
He  cannot  recognize  in  the  wool  manufacture  as  val- 
uable a  member  of  the  body  economic  (if  one  may 
use  the  phrase)  as  the  majority  of  our  more  important 
industries.  On  the  other  hand,  for  the  protectionist 
who  believes  that  domestic  industries,  whatever  their 
competitive  strength  or  future  prospects,  should  be 
given  the  amplest  support  against  the  cheaper-working 
foreign  manufactures,  the  details  and  the  exact  meas- 
lu-ement  of  the  comparative  disadvantage  in  the  Amer- 
ican wool-using  industry  are  of  no  consequence.  It 
suffices  for  him  that  there  is  real  and  apparently  per- 
manent disadvantage.  And  to  him  the  case  is  conclusive 
for  the  continuance  of  a  system  of  duties  on  woolen  and 
worsted  products  substantiaUy  like  that  which  has  been 
in  force  during  the  last  half-century. 

Arthur  H.  Cole. 

Harvard  UNiYERsirr. 
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development  —  and  vagaries  —  of  economic  thought  over 
the  past  centmy  and  a  half.  The  novel  and  peculiar  problems 
of  the  war  brought  about,  in  every  country,  a  continuous 
struggle  of  conflicting  theories,  and  the  right  ones  did  not 
always  triumph.  Hence  the  analysis  of  economic  opinions 
must  be  an  integral  part  of  any  comprehensive  examination 
of  war  policies.  Readers  who  know  Professor  Rist  only  as  a 
historian  of  economic  doctrines  will  find  him  no  less  com- 
petent as  a  critical  reviewer  of  facts  and  policies  in  a  field 
where  assembling,  selection,  and  exposition  of  data  constitute 
a  task  of  no  small  magnitude. 

The  book  is  avowedly  written  for  a  French  public.  As  the 
author  writes  in  his  preface: 

[Germany's  finances]  will  have,  for  years  to  come,  too  direct  a 
bearing  upon  French  finances  for  a  Frenchman  to  neglect  them. 
Their  history  during  the  war  gives  the  key  to  their  present  situation. 
This  IS  the  excuse  for  this  book.  I  have  made  no  pretense  of  instruct- 
ing spedafists  in  the  science  of  finance.  I  have  had  primarily  in 
mind  a  public  which  has  a  right  to  be  informed  upon  questions  which 
concern  it  so  closely. 

He  seeks  especially  to  enlighten  French  public  opinion  upon 
the  fallaciousness  of  certain  economic  and  financial  doctrines, 
particularly  in  the  realm  of  money  and  foreign  exchange, 
"which  the  calmer  reflection  of  years  of  peace  had  shown  to 
be  inaccurate  and  dangerous."  He  is  frankly  disturbed  by  the 
strength  of  mercantilist  opinion  in  France,  with  its  nar- 
rowly nationalist  policies,  its  ''old  protectionist  pharma- 
copeia," its  tendencies  toward  thorogoing  government 
regulation.  "For  France  in  particular,"  he  believes,  "that  is 
the  road  to  ruin."  Professor  Rist's  analysis,  however,  should 
be  widely  read  outside  of  France.  Altho  France  may  be  the 
country  most  vitally  concerned  in  Germany's  future  financial 
policies,  and  may  be  peculiarly  exposed  to  the  contagion  of 
false  doctrines  "made  in  Germany,"  no  student  of  affairs  can 
question  that  the  policies  and  progress  of  Germany  and 
France  in  the  next  few  years  will  profoundly  affect  the  prog- 
ress and  policies  of  the  rest  of  the  world,  especially  the  great 
exporting  nations;  and  no  competent  observer  abroad,  even 
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exigency.  After  the  Kaiser-humiliating  Agadir  crisis  in  1911, 
in  obvious  anticipation  of  an  early  return  of  such  an  emer- 
gency, measures  were  promptly  taken  to  put  the  financial 
machinery  in  readiness  to  stand  the  shock  of  war.  Most  of 
these  were  banking  "reforms,"  justified  in  some  degree  on 
commercial  grounds  but  in  the  main  as  essential  to  meet  the 
threat  of  hostilities.  Under  the  influence  of  the  president  of 
the  Reichsbank,  the  big  banks  practically  discontinued  short 
time  borrowings  abroad,  the  dependence  upon  which  had 
been  a  seriously  restraining  influence  in  1911.  Pressure  was 
exerted,  tho  with  less  success,  to  force  the  joint  stock  banks 
and  private  banks  to  strengthen  their  reserves.  With  the  aid 
of  emergency  taxes  imposed  in  1913,  the  government  war 
chest  at  Spandau,  formerly  120  million  gold  marks,  was 
trebled  by  the  addition  of  equal  quantities  of  gold  and  silver. 
The  Reichsbank  extensively  increased  its  gold  reserves:  con- 
siderable purchases  of  gold  were  made  at  a  loss;  still  more  was 
absorbed  from  circulation  by  expanding  the  issue  of  small 
bank  notes,  encouraging  private  issues,  and  stimulating  the 
substitution  of  paper  for  gold  in  payments  by  private  com- 
panies and  the  railway  and  postal  administrations.  So  suc- 
cessful were  these  efforts  that  the  Reichsbank  balance  sheet 
for  July  23,  1914,  showed  a  reserve  of  93  per  cent  of  the  out- 
standing notes,  and  a  legal  margin  of  issue  of  3,358  million 
marks — both  figures  large  beyond  all  precedent.  Meanwhile 
financial  experts  worked  out  detailed  programs  for  financial 
"mobilization"  to  be  filed  with  the  plans  for  military  and 
naval  mobilization. 

The  experience  at  the  outbreak  of  war  justified  the  care  in 
preparation.  The  Reichsbank  promptly  assumed  the  r61e  of  a 
state  war  bank.  Into  its  coffers  the  Spandau  chest  emptied 
its  treasure.  The  discount  rate,  altho  raised  by  one  per  cent 
each  on  July  31  and  August  1,  was  only  6  per  cent  at  its 
maximum.  Loans  were  freely  made  to  individuals  and  com- 
panies; private  bills  in  the  Reichbsank  portfolio  increased 
from  751  millions  to  2980  between  July  23  and  August  15.  On 
the  latter  date,  discounted  treasury  bills  reached  1446  mil- 
lions. Notes  and  deposits  rapidly  expanded  accordingly,  but 
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80  well  did  the  reserves  keep  pace  that  the  ratio  of  metallic 
reserves  to  note  issue  did  not  fall  below  36  per  cent  in  these 
early  months  of  the  war. 

The  war  loan  banks  (Kriegsdarlehnskassen),  legally  sepa- 
rate from  the  Reichsbank  but  virtually  directed  by  it,  began 
on  August  8  to  make  advances  on  a  wide  variety  of  securities 
to  merchants,  industrial  establishments,  commercial  and 
savings  banks,  cooperative  credit  societies,  and  individuals, 
eventually  becoming  bankers  to  the  states  and  mimicipalities. 
Their  notes  (Darlehnskassenscheine)  served  partly  as  addi- 
tional legal  tender  currency  but  even  more  largely,  in  time, 
as  elements  in  the  Reischsbank  reserves:  as  it  authorized 
loans  by  these  institutions,  the  Reichsbank  exchanged  its  own 
notes  for  war  loan  bank  notes  and  then  held  in  its  vaults  such 
amoimts  of  these  as  it  needed  to  maintain  the  legal  reserve 
ratio.  It  is  a  remarkable  commentary  upon  the  German 
mentality  that  this  farcical  procedure  of  maintaining  a  legal 
reserve  could  be  gravely  kept  up  imtil  the  present  year.  The 
war  loan  banks  furnished  a  convenient  supplement  to  the 
operations  of  the  Reischbank  and  joint  stock  banks,  relieving 
the  ordinary  banks  from  the  necessity  of  extending  their 
loans,  as  happened  generally  abroad,  to  meet  the  special 
needs. 

Thanks  to  these  measures  for  indefinite  expansion  of  cur- 
rency and  credit,  Germany  was  able  to  avoid  resort  to  a 
general  moratorimn,  and  exhibited,  two  months  after  mo- 
bilization, the  appearance  of  ''an  almost  normal  financial 
situation."  Various  partial  moratoria  were,  however,  estab- 
lished, and  Professor  Rist  thinks  it  doubtful  whether  Ger- 
many gained  more  than  an  empty  boast  by  avoiding  the 
moratorium  which  was  so  commonly  established  abroad. 
None  the  less,  the  financial  mobilization  at  the  beginning  of 
hostilities  must  be  regarded  as  distinctly  successful. 

The  German  government's  own  loan  policy  was  simple  in 
the  extreme.  Regularly  twice  a  year,  with  true  Prussian  pre- 
cision, loan  campaigns  were  laimched  to  raise,  on  substan- 
tially uniform  terms,  unlimited  amoimts  of  5  per  cent  war  loan 
bonds.  The  nine  loans  yielded  96  billion  marks  —  a  success 
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which  astonished  the  Germans  themselves  and  led  foreign 
observers  to  question  the  genuineness  of  the  procedure.  Pro- 
fessor Rist,  however,  denies  that  the  success  was  illusory,  and 
is  at  pains  to  explain  how  such  quantities  could  be  derived 
from  genuine  savings  or  liquidation  of  assets.  On  the  one 
hand,  it  involved  the  diversion  to  war  uses  of  the  huge  annual 
savings  which  Germany  had  previously  been  exporting  or 
transmuting  into  permanent  physical  form  at  home.  On  the 
other  hand,  it  necessitated  maintaining  a  free  flow  of  liquid 
assets  and  a  constant  readiness  to  invest  them.  The  story  is 
interesting  and  significant.  Between  the  loan  issues,  further- 
more, f imds  were  provided  by  successful  appeals  to  banks  and 
capitalists  to  absorb  treasury  bills,  which  were  subsequently 
accepted  in  payment  for  war  loan  bonds.  How  far  short  of 
complete  success  were  the  loan  campaigns  is  indicated  by  the 
fact  that  at  the  time  of  the  armistice,  shortly  after  the  issue  of 
the  ninth  loan,  the  floating  debt  amounted  to  45  billion  marks, 
nearly  half  the  amount  of  the  fimded  debt. 

The  main  features  of  the  German  war  budget  policy  are 
well  known  —  to  maintain  by  taxes  the  equilibrium  of  the 
ordinary  budget,  kept  artificially  at  substantially  the  figures 
of  1914;  to  throw  into  an  extraordinary  budget  all  military 
and  naval  expenses,  and  exceptional  expenses  of  most  other 
t3rpes;  to  cover  the  extraordinary  budgets  by  loans,  to  be  re- 
tired by  indemnities  imposed  upon  conclusion  of  the  war;  and 
to  increase  the  tax  burden  only  to  provide  for  interest  on  the 
growing  debt.  Students  of  politics  and  public  finance  will  be 
especially  interested  in  the  story  of  the  conflict  between  the 
states  and  the  federal  government  and  the  eventual  cen- 
tralisation of  the  tax  system,  to  which  the  pressure  for  new 
tax  revenues  led. 

In  the  discussion  of  inflation  and  the  monetary  policies  of 
the  Reichsbank,  Professor  Rist  is  at  his  best  in  combining 
exposition  of  facts  with  critical  analysis  of  German  opinion. 
How  the  reserve  ratio  of  one-third  was  maintained,  how  the 
facts  of  inflation  and  currency  depreciation  were  denied,  how 
favorable  contrasts  with  French  currency  expansion  were 
made  by  ne^ecting  war  loan  bank  notes  in  circulation,  how 
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is  no  evidence  of  adequate  appreciation  by  German  writers 
of  the  conditions  which  underlie  the  use  of  securities.  The 
strange  notion  that  practically  unlimited  sums  could  be 
exacted  through  the  device  of  security  transfers  deserves 
rather  more  criticism  than  Professor  Rist  directly  accords  it. 

In  his  own  consideration  of  the  reparation  clauses  of  the 
treaty,  however,  Professor  Rist  makes  clear  that  he  accepts  no 
such  conclusion.  He  agrees  with  other  authorities  that  Ger- 
man holdings  of  foreign  securities  cannot  bulk  large  in  the 
indemnity  payments,  that  her  ability  to  pay  in  services  is  ma- 
terially lessened  by  the  confiscation  of  her  merchant  fleet,  and 
that  she  can  pay  in  specie  to  only  an  insignificant  amoxmt. 
He  recognizes  frankly  that  Germany  must  ultimately  pay  the 
indemnity  primarily  by  her  exports  of  goods.  Hence  boy- 
cotting German  goods,  economic  warfare,  raising  high  pro- 
tective tariffs,  all  operate  as  limitations  upon  Germany's 
capacity  to  pay;  and  at  best  her  ability  to  pay  is  limited  by 
her  capacity  for  export  and  the  readiness  of  foreign  markets  to 
absorb  her  products.  "The  very  idea  of  war  indemnity  is 
really  a  direct  blow  at  protectionism."  Yet  thousands  of 
Frenchmen,  unaware  of  this  inherent  opposition,  are  at  once 
ardent  protectionists  and  loud  supporters  of  a  huge  indem- 
nity. Valuable  as  it  is,  the  chapter  is  unfortunately  too  short 
to  satisfy  the  appetite  of  readers  who  have  fed  for  three  years 
on  the  husks  of  indemnity  discussions. 

In  a  study  so  timely  and  successful  one  may  overlook  the 
few  omissions,  deficiencies,  and  minor  slips  that  were  in- 
evitable. The  reviewer  must  confess,  however,  to  one  disap- 
pointment. There  is  no  chapter  in  which  the  author  sums  up 
the  outstandimg  conclusions  to  be  drawn  from  the  study,  what 
are  the  sound  principles  of  war  finance  which  Germany  ob- 
served, what  the  unsound  principles  which  she  followed  to 
her  detriment.  Nowhere  does  he  sketch  the  outlines  of  a 
normal  program  of  war  finance,  imder  such  conditions  as  Ger- 
many faced,  or  point  out  specifically  the  significant  bearings 
of  the  war-time  experience  upon  post-war  policies.  Such  a 
concluding  chapter,  in  part  a  mere  summary,  would  also 
aff(»-d  opportunity  for  critical  consideration  of  such  questions 
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as  to  how  far  currency  inflation  was  inevitable,  and  how  its 
evil  effects  and  after-effects  might  have  been  prevented  or 
mitigated.  For  such  a  chapter  one  could  even  spare  the 
necessarily  incomplete  discussion  of  developments  since  the 
armistice.  Adequate  treatment  of  this  broader  subject  will 
be  easier  when  the  war  finances  of  all  the  leading  countries 
have  been  carefully  studied;  and  perhaps  it  is  too  much  to 
expect  it  in  a  preliminary  study.  For  generalizations  of  this 
character,  it  must  be  said,  Professor  Rist's  volume  contributes 
useful  material,  and  his  own  conclusions  from  Germany's  ex- 
perience are  often  implicit  when  they  are  not  very  speci- 
ficaUy  expressed. 

Joseph  S.  Davis. 
Stanford  UNrvEBsmr. 


REVIEWS  145 


CASSEL'S  THEORETISCHE  SOZIALOKONOMIE  * 

Professor  Cassel's  book  on  The  Nature  and  Necessity 
of  Interest^  established  his  position  as  one  of  the  leaders  of 
thought  in  the  field  of  economic  theory.  Theoretische  Sozial'- 
dkanomie  represents  the  completed  program  of  which  the 
earlier  work  was  an  installment,  and  which,  as  the  author  re- 
minds us,  was  sketched  as  early  as  1899  in  an  article  entitled 
"Grundriss  einer  elementaren  Preislehre."  It  is  properly  to 
be  described  as  a  monumental  work,  and  will  disappoint  none 
of  the  high  expectntions  which  those  familiar  with  the  earlier 
book  and  with  the  author's  other  previous  writings  in  Ger- 
man and  Swedish  will  approach  a  systematic  treatise  from  his 
hand  covering  the  entire  field.  The  main  object  of  the  work 
IS  stated  as  the  "repudiation  (Abschaffung)  of  value  theory" 
and  erection  of  a  complete  theory  of  social  economy  on  the 
basis  of  price  alone. 

The  general  attitude  of  the  work  is,  therefore,  that  of  "pure 
theory"  of  the  objective  type,  but  the  presentation  is  non- 
mathematical.  It  is  characterized  throughout  by  keen  anal- 
ysis, rigorous  deduction  and  carefully  accurate  statement. 
The  author  pa3rs  his  respects  in  a  short  paragraph  (p.  21)  to 
the  historical  and  descriptive  method  traditional  in  Germany, 
remarking  that  economic  activity  is  forward  and  not  back- 
ward looking,  and  consumes  little  space  in  justifying  the  use 
of  hypotheses  and  assumptions  which  represent  a  simplifica- 
tion of  the  facts  of  life.  His  procedm^  is  the  familiar  and 
unquestionably  correct  one  of  beginning  with  extremely 
simplified  conditions  and  adding  complications  by  stages, 
approaching  by  successive  steps  to  the  intricacies  of  actual 
phenomena.  And  he  is  fairly  careful  to  state  accurately  and 
completely  the  assumptions  with  which  he  is  working  at  any 
stage,  to  keep  it  clear  to  himself  and  the  reader  what  factors 

1.  GivUt  CmmI,  Theoretiaehe  SoiiiJAkoaoink.    Lapde,  C.  F.  Wiiit«r,  1918. 
P|».sii,682. 

2.  London,  1903. 
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psychology.  Even  Mill  never  understood  his  own  ethical  posi- 
tion, which  was  in  reality  a  thorogoing  idealism,  forced  into 
the  false  terminology  of  hedonism. 

Again,  Professor  Cassel  seems  rather  to  put  himself  out  to 
contrast  his  position  with  that  of  the  classical  economists,  and 
Marshall  in  particular.  In  most  instances  the  reviewer  is  in 
sympathy  with  the  author's  position:  it  would  have  been  bet- 
ter to  put  the  matter  in  the  way  he  puts  it.  But  the  real  issue 
is  not  usually  vital  if  allowance  is  made  for  crudity  of  state- 
ment by  the  earlier  writers.  Especially  it  is  not  necessary  to 
disagree  sharply  with  Marshall  in  order  to  agree  with  Cassel 
where  he  is  criticized  by  the  latter.  As  everyone  understands, 
Marshall  shows  a  deliberate  preference  for  cautious,  not  to 
say  "loose"  forms  of  expression,  on  the  ground  that  they  are 
more  descriptive  of  reality.  The  world  is  like  that  rather 
than  like  the  rigorous,  sharply  definite  propositions  of  the 
logician.  One  who  disagrees  with  this  conception  of  the 
method  of  theory,  as  does  the  present  writer  also  for  reasons 
which  it  would  be  out  of  place  to  develop  here,  should  still 
appreciate  the  force  of  the  argument  in  its  favor.  And  siu^ly 
no  reader  of  Marshall's  appendices,  notably  the  Mathe- 
matical Appendix  and  his  remarks  on  the  use  of  the  mathe- 
matical method,  can  imagine  that  his  literary  style  was  not 
deliberately  adopted  or  that  it  resulted  from  lack  of  capacity 
or  inclination  to  reason  closely. 

At  some  points  also,  as  in  the  treatment  of  the  Principle  of 
Substitution,  of  which  both  authors  rightly  make  so  much  in 
the  theory  of  distribution,  Marshall  is,  of  the  two,  closer  to 
fundamentals.  In  the  discussion  of  rent,  too,  Marshall  has  in 
substance  if  not  in  form  much  more  eflfectively  broken  with 
the  older  classical  tradition  and  is  correspondingly  nearer  to 
"sound  doctrine."  A  somewhat  broader  (and  less  modest) 
handling  of  his  notion  of  quasi-rent  by  Marshall  would  elim- 
inate the  old  doctrine  of  land  rent  altogether,  except  as  a 
limiting  concept,  and  this  is  undoubtedly  what  needs  to  be 
done.  Cassel  seems  to  be  unaware  that  the  "differential 
principle"  has  long  since  been  shown  to  apply  to  one  dis- 
tributive share  as  well  as  another  and  hence  to  tell  us  nothing 
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private  property  and  free  contract  it  can  get  this  remunera- 
tion is  a  plain  matter  of  fact.  //  any  indispensable  factor 
were  indivisible  or  monopolized,  the  owner  would  have  the 
worid  by  the  throat,  and  an  organization  of  production  and 
distribution  through  free  bargaining  would  be  impossible. 

The  second  part  of  the  objection  also  comes  down  to  a  ques- 
tion of  fact,  and  the  facts  are  patent  to  observation.  There  is 
practically  no  limit  to  the  variability  in  the  proportions  in 
which  productive  agencies  of  dififerent  kinds  can  be  employed 
in  the  system  as  a  whole^  and  it  is  beside  the  point  to  observe 
tiiat  the  addition  of  another  man  may  not  expedite  the  dig- 
ging of  a  grave.  The  proportions  of  the  factors  are  alterable 
in  two  ways:  first,  they  are  usually  very  flexible  in  single 
industries  and  establishments,  simply  by  changing  the 
method  of  production  used.  There  may  be  discontinuities  in 
the  displacement  of  one  factor  by  another  in  a  single  industry, 
but  hardly  in  society  as  a  whole,  or  any  considerable  part  of 
it.  And  besides,  there  is  practically  no  limit  to  the  variability 
of  proportions  in  the  system  as  a  whole,  even  with  fixed  pro- 
portiona  in  every  single  industry y  through  the  relative  expan- 
sion of  one  industry  at  the  expense  of  another  using  the 
factors  in  dififerent  proportions.  With  either  of  these  modes 
of  variability  operative,  competition  would  work  out  an  ap- 
portionment of  income  on  the  basis  of  marginal  contributions; 
and  in  fact  both  are  operative. 

The  truth  seems  to  be  that  Professor  Cassel,  like  many 
other  writers  (notably  Hobson),  has  been  led  by  ethical  pre- 
possessions to  deny  a  theory  of  the  mechanics  of  distribution 
which  it  is  not  difficult  to  show  has  no  ethical  implications 
whatever,  tho  some  of  its  sponsors  (notably  J.  B.  Clark)  have 
thought  it  had.  It  is  interesting  too  that  the  alternative 
theories  proposed  are  rather  readily  shown  to  be  reducible  to 
identity  with  the  marginal  contribution  theory.  This  is  quite 
true  of  Professor  Cassel,  as  it  was  of  Wieser,  who  also  threw 
qiecific  productivity  out  of  the  window  only  to  usher  it  in  at 
the  door  in  a  rather  thin  disguise. 

Professor  Cassel's  own  theory  of  distribution  is  to  be  found 
in  hiB  First  Book  (chapter  IV,  section  16;  The  Mechanism 
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But  some  of  the  author's  reasoning  is  extremely  hard  to 
follow,  and  at  one  point  it  appears  to  break  down.  When  the 
assumption  as  to  fixed  income  for  each  person  in  the  system  is 
dropped  and  incomes  become  a  new  series  of  variables,  an 
element  of  indeterminateness  appears  which  the  author  at- 
tempts to  circumvent  by  loading  it  into  the  form  of  the  fxmc- 
tions  and  the  general  theory  of  money.  This  is  unconvincing, 
especially  since  it  appears  that  there  are  no  constants  left  in 
the  system  at  all.  But  there  is  one  set  of  constants  in  a  static 
economic  S3rstem,  and  that  is  the  amounts  of  each  productive 
factor  owned  by  each  person  in  the  sjrstem.  The  overlooking 
of  this  element  is  in  harmony  with  the  author's  general  failure 
to  emphasize  the  fact  of  private  property  as  a  fundamental 
feature  of  the  economic  order  and  a  prerequisite  to  freedom  of 
contract,  and  also  with  his  overemphasis  of  the  similarities 
between  the  principles  of  economics  for  a  socialistic  and  for  a 
competitive  society.  (The  last  might  be  called  a  "good 
fault,"  since  the  opposite  error  is  the  common  one). 

A  way  around  the  difficulty  of  indeterminateness  is  pro- 
vided by  using  these  absolute  numbers  which  show  the 
amounts  of  the  productive  factors  in  the  society  and  the  dis- 
tribution of  their  ownership,  and  by  extending  Professor 
Cassel's  method  and  dropping  altogether  the  assumption 
tiiat  any  of  the  variables  are  provisionally  constant.  In 
formulating  the  demand  functions  it  is  in  fact  necessary  to 
treat  each  individual  in  the  S3rstem  separately.  Any  one  in- 
dividual's demand  for  any  commodity  is  then  a  function  of 
the  prices  of  all  commodities,  and  of  that  individual's  money 
income.  If  there  are  N  individuals  in  the  S3rstem  and  n  com- 
modities, there  will  obviously  be  Nn  of  these  "psychological 
functions."  Then  if  there  are  v  productive  factors  in  use 
there  will  be  nv  "technological  functions"  each  expressing  the 
marginal  contribution  of  some  one  factor  toward  the  produc- 
tion of  some  one  commodity,  as  a  function  of  the  amounts  of 
all  the  factors  used  in  making  that  commodity.  These  tech- 
nological functions  represent  curves  of  diminishing  produc- 
tivity, as  the  psychological  functions  represent  curves  of 
Himinifthing  utility  if  the  latter  is  regarded  as  having  any 
foundation  in  reality. 
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(T/V)  is  assumed  to  increase  at  a  constant  ratio;  or  more 
accurately  the  demand  for  gold,  tho  the  relation  between  the 
two  is  not  always  clear.  It  is  pointed  out  that  the  increase  in 
T  on  the  upward  swing  of  a  business  cycle  tends  to  lower 
prices,  but  that  this  is  more  than  offset  by  the  creation  of  new 
circulating  medium  by  banks  so  that  prices  actually  rise. 

We  then  pass  (with  the  chapter  on  Foreign  Trade  as  a  sort 
of  digression)  into  the  Foxuth  Book,  on  The  Theory  of  the 
Business  Cycle,  Konjunkturbewegungen.  This  is  likely  to  be 
the  most  widely  read  and  discussed  division  of  the  work.  It  is 
very  unfortunate  that  publication  was  delayed  for  some  five 
years  after  the  manuscript  was  finished.  In  the  meantime 
students  of  the  subject  have  become  familiar  with  Professor 
Wesley  C.  Mitchell's  epoch-making  study,  equally  careful 
and  far  more  exhaustive  and  detailed,  which  our  author  ap- 
pears not  to  have  seen.  Professor  Cassel's  treatment  is  an 
analysis  of  what  actually  happens  in  the  cycle,  involving  a 
study  of  statistics  from  the  whole  western  world.  Little  at- 
tention is  given  to  explaining  the  movement  in  terms  of 
fundamental  economic  motives. 

There  is  no  part  of  the  book  but  will  well  repay  careful 
reading.  The  student  will  appreciate  the  excellent  printing  in 
Boman  type,  and  must  marvel  at  the  clear,  readable  style, 
bearing  in  mind  that  the  author  is  writing  in  a  foreign  lan- 
guage and  one  in  which  those  bom  to  it  do  not  always  suc- 
ceed in  making  abstract  reasoning  easy  to  follow.  The 
availability  of  the  book  for  reference  would  be  increased  by 
an  index  or  a  more  detailed  table  of  contents. 

Frank  H.  Knight. 
Stats  XJnitkbsitt  of  Iowa. 
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ment,  and  gradually  advance,  educating  his  powers  the  while, 
higher  up  the  ladder  that  is  provided  for  him."  ^ 

This  route  of  promotion  has  frequently  been  commented 
upon,  perhaps  because  it  leads  to  proprietorship.  Nor  should 
such  a  "training  ground  of  business  capacity"  be  disregarded. 
For  his  son,  if  not  for  himself,  what  other  goal  takes  the  place 
of  this  in  the  mind  of  many  an  American  workman?  Again 
and  again  artisans  bewail  the  difficulty  of  the  entrance  of  a 
workman  into  the  merchant  class  now  that  our  local  tea  and 
specialty  grocery  shops  are  dominated  by  chains  of  stores. 
These  specialty  and  small  local  shops  furnish  in  America  an 
entrance  into  proprietorship  in  merchandising  just  as  truly  as, 
in  Europe,  ''gardens  and  small  allotments  near  their  cottages 
for  workmen  in  regular  employment  elsewhere,  large  allot- 
ments for  workmen  occasionally  taking  odd  jobs  elsewhere, 
and  small  holdings  for  those  who  devote  themselves  entirely 
to  work  on  these  holdings,  provide  in  combination  a  complete 
ladder  from  the  status  of  laborer  to  that  of  independent 
farmer."  * 

There  is,  however,  another  ladder  of  promotion  which  is 
quite  as  haphazard,  but  which  stops  short  of  proprietorship, 
and  to  this  I  now  turn. 

Wherever  industries  of  the  same  general  t3rpe  are  localized 
there  is  found  a  means  of  promotion  based  on  the  quality  of 
product.  Plants  tend  in  general  to  specialize  upon  certain 
grades  of  goods.  The  plant  manufacturing  the  cheapest  grade 
of  goods  hires  normally  the  largest  number  of  learners.  The 
learner,  when  partially  trained,  moves  readily  to  a  higher 
grade  plant.  Shifting  from  plant  to  plant  starts  thus  as  a 
problem  of  training.  It  then  becomes  a  question  of  promotion 
among  the  more  experienced  workers.  Evidence  of  the  rela- 
tion of  labor  movement  to  the  grade  of  product  is  sufficient  to 
make  it  appear  that  what  the  size  of  the  production  imit  has 
been  in  developing  business  capacity,  the  existence  of  plants 
of  varying  grades  of  the  same  product  has  been  in  developing 
industrial  skiU. 

1.  PIcou,  Eoonomki  of  Walfftn,  p.  181. 

2.  Ibkt.  p.  182. 
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Here  the  technique  of  the  operation  is  not  different  on  the 
more  fragile  and  lighter  products.  Numerous  plants  often 
duplicate  the  same  operation.  Moreover,  establishments 
usually  develop  a  range  permitting  many  gradations  in 
style  and  quality  of  product,  in  artistic  effect,  in  need  for 
judgment  and  individuaUty. 

A  localized  hosiery  industry  illustrates  well  the  way  in 
which  proximity  of  other  industries  furnishes  a  supply  of  ex- 
perienced workers.  The  industry  has  continued  a  partial 
apprenticeship  on  one  operation  only.  On  the  other  processes 
the  plan  of  training  is  so  well  worked  out  by  the  employees 
themselves  that  new  workers  coach  each  other  in  which  of 
two  or  three  plants  it  is  best  to  begin  work.  The  first  step  will 
be  in  a  plant  doing  cotton  work  on  machines  of  coarse  gage. 
This  means  rough  work,  with  more  or  less  cotton  lint,  and 
above  all  it  means  a  product  of  no  distinction.  The  general 
business  situation  will,  of  course,  go  far  in  determining  how 
long  the  worker  must  stay  in  a  plant;  but  inevitably  a  worker 
with  activity  of  mind  will  apply  at  other  mills,  directly  or 
through  friends,  until  a  place  is  open  on  a  higher  grade  of 
work. 

Workers,  both  men  and  women,  discuss  this  shifting  as  part 
ot  becoming  ''experienced,"  not  as  a  problem  of  wages.  The 
firms  with  the  highest  reputation  for  quality  of  product  have 
a  favorable  place  in  the  scale  for  securing  the  most  alert  work- 
men. Invariably  in  the  hosiery  industry  a  plant  doing  em- 
broidered silk  work  will  be  a  plant  employing  middle-aged 
and  older  men.  Invariably,  too,  it  will  be  a  plant  where  super- 
vision is  at  a  minimum,  where  in  normal  times  no  training  is 
given  and  where  labor  turnover  is  not  a  problem.  If  the 
knitters  have  been  trained  in  America  at  all,  the  ladder  of 
experience  will  have  brought  them  from  knitting  in  a  cotton 
mill  of  coarse  gage  to  one  doing  finer  and  finer  work,  and 
ultimately  to  a  plant  manufacturing  novelty  and  embroidered 
silk  goods.^  This  illustration  is  meant  to  stress  the  fact  that 
where  possible  older  workers  do  remain  in  the  same  t3rpe  of 

4.   Thia  sobjeet  I  hope  to  treat  statastically  in  •  study  of  the  hosiery  industry  now  in 
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seldom  comment  upon  the  advantage  which  diffusion  of  ex- 
perience brings  to  their  establishment;  for,  to  again  quote 
Marshall,  '*  travellers  learn  to  put  on  its  trial  miany  a  habit 
of  thought  and  action,  which  otherwise  they  would  have  al- 
ways acquiesced  in  as  though  it  were  a  law  of  nature.''^ 
During  the  long  period  when  there  were  no  technical  en- 
gineers, industry  gained  by  the  transfer  of  knowledge  from 
trade  to  trade. 

It  is  the  contention  of  this  article,  then,  that  shifting  from 
idant  to  plant  is  not  only  more  dehberate  than  is  usually  as- 
sumed, but  that  the  margin  within  which  shifting  takes  place 
18  not  found  in  each  industry,  but  cuts  across  all  industries, 
giving  a  chance  for  continuous  progress  in  skill;  and  that  in 
the  first  stages  this  area  is  conditioned  primarily  upon  training 
and  somewhat  incidentally  upon  wages.  If  this  is  true,  what 
are  its  industrial  implications? 

Obviously,  it  must  affect  estimates  of  labor  turnover,  as 
well  as  our  comparisons  of  wages  between  industries.  It  is 
somewhat  of  a  commentary  upon  our  discussion  of  labor 
shifting  that  we  hinge  upon  the  facts  of  an  individual  plant, 
completely  disregarding  the  relation  to  the  rest  of  the  indus- 
trial organization  in  the  community.  Dr.  Ruml  has  already 
pointed  out  the  correspondence  of  curves  of  "leaving"  in 
firms  in  the  same  community  when  comparison  is  made  over  a 
considerable  period.  AU  progressive  firms  sre  now  compiling 
''causes  of  leaving"  for  their  own  plant.  A  few  also  exchange 
with  other  plants.  These  records  stop  just  short  of  facts 
which  would  give  the  real  motive  for  changing  or  any  hint  of 
the  opportunity  which  the  new  work  is  hoped  to  offer.  Most 
of  the  reasons  are  listed  on  the  assumption  that  there  was 
something  in  the  plant  which  was  unsatisfactory,  rather  than 
with  the  thought  that  there  is  something  which  the  best 
workers  wish  to  attain.  No  criticism  of  the  plant  is  neces- 
sarily involved.  By  reason  of  its  type  of  product  it  may 
afford  merely  a  limited  trade  opportimity  on  certain  proc- 


The  plant  is  likely  to  lay  stress  upon  promotion  to  super- 

7.  ManhaU.  Industry  and  Trade,  1919.  p.  143. 


NOTES  AND  MEMORANDA  161 

have  said  is  that,  on  the  same  grade  of  work  other  things 
equal,  wages  would  in  the  long  run  tend  to  be  equal.  It  could 
easily  happen  that  any  producing  unit  might  be  securing  an 
unusual  group  of  workmen  and  pay  higher  rate  of  wages  for 
what  is  equal  in  name  only.  Consider,  for  example,  an  opera- 
tion as  simple  as  cone-winding.  Some  operators  prefer  to 
work  where  no  attention  is  given  to  the  kind  of  knot  tied.  On 
the  other  hand  textile  men  maintain  that  certain  workers 
keep  applying,  until  an  opening  is  secured,  at  a  plant  known 
to  insist  upon  one  method  of  tying  knots.  It  may  or  may  not 
be  that  a  plant  with  such  standards  pays  a  higher  wage  rate. 
But  there  is  a  difference  in  stability,  care,  and  skill  of  workers, 
and  there  is  an  element  of  promotion  and  of  pride. 

The  opinion  of  the  writer  is  that  more  is  necessary  in  wage 
comparison  than  rates,  or  even  average  earnings,  on  identical 
grades  of  work.  There  is  needed  some  study  of  the  actual 
paths  of  promotion.  Wages  on  the  next  grade  of  product  may 
be  preeminently  of  more  practical  importance  than  those  on 
the  identical  operation.  It  will  not  greatly  profit  an  industry 
to  retain  the  plodding  and  least  ambitious  worker,  if  its  pohcy 
loses  permanently  the  most  alert  and  technically  equipped! 

Anna  Bezanson. 

Uniyersitt  or  Pennbtlyamia 
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The  condition  of  the  Nebraska  banks  as  a  whole  on  August 
6,  1921,  was  as  follows  (000  omitted). 

Loans  and  discounts $212,643 

Overdrafts 1,307 

Bonds,  securities,  etc 10,001 

Banking  house,  fixtures,  etc. 7,148 

Other  real  esUte 1,106 

Current  expenses 6,248 

Cash  items 169 

Due  from  other  banks 37,545 

Cadi 9,104 

$285,261 

Capital  stock $25,871 

Surplus 8,157 

Undivided  profits 7,786 

Dividends  unpaid 147 

Individual  deposits 103,467 

Certificates  of  deposit 121,034 

Due  to  banks 6,799 

Bills  payable 9,904 

Depositors'  guaranty  fund 2,095 

$285,260 

The  following  items  are  computed  from  an  abstract  from 
the  Bureau  of  Banking  covering  the  affairs  of  sixteen  of  the 
banks  closed  in  1920  and  1921 : 

Deposits  on  dates  of  closing $4,055 

Drafts  on  guaranty  fund 1,006 

Cash  in  hands  of  receivers 336 

Unpaid  claims  for  deposits 2,669 

Assets,  good 736 

Assets,  unclassified 534 

Assets,  doubtful 910 

Assets,  worthless 748 

Three  other  failures  were  so  recent  that  like  data  were  not 
to  be  had  when  these  figures  were  assembled.  The  deposits  of 
the  three  in  November,  1920,  were  $1,128,000. 

After  the  figures  on  which  the  second  table  is  based  were 
made  up,  and  before  September  8  this  year,  $1,626,000  more 
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overemphasized,  of  course,  for  unquestionably  the  fact  that 
no  depositor  ultimately  loses  deadens  public  opinion.  Cer- 
tain proceedings  in  the  Salina,  Kansas,  case  illustrate  this. 
The  chief  benefit  of  the  new  legislation  will  be  to  let  assess- 
ments catch  up  to  the  liabilities  of  the  fund  while  the  re- 
ceivers are  collecting  the  realizable  assets  of  the  closed 
institutions. 

The  writer  has  said  before,  in  these  colunms,^  that  in  every 
state  where  deposits  are  guaranteed  the  fund  accumulated  in 
cash  is  too  small,  and  that  too  much  dependence  is  placed  in 
the  fact  that  assessments  can  be  levied  to  meet  failures  after 
they  occur.  Nebraska's  experience  seems  to  sustain  this  view. 
The  law  contemplates  the  maintenance  of  the  fund  at  one  per 
cent  of  deposits.  Now,  a  reserve  of  $2,000,000  is  not  suflS- 
cient  insurance  for  $200,000,000  of  deposits,  even  if  another 
$2,000,000  can  be  levied  next  year.  The  fund  might  easily  have 
become  insolvent  this  year.  Bank  failures  have  been  fewer 
and  smaller  than  could  have  been  expected  with  wheat  drop- 
ping from  $3.00  to  $1.00,  com  from  $2.50  to  50  cents,  and 
cattle  from  $20.00  per  cwt.  to  $8.50.  Nebraska  should  have  a 
cash  fund  of  at  least  two  and  one-half  per  cent,  and  it  would 
not  hurt  the  Nebraska  banks  to  raise  it.  They  would  have  to 
charge  it  off  as  an  expense,  it  is  true;  but  under  the  Nebraska 
law  they  would  simply  set  it  aside  on  their  books  and  have  the 
use  of  it  until  called  for.  Thus  they  would  make  just  as  much 
money  on  the  fund  as  if  it  were  still  their  own  property. 

This  is  the  more  necessary  because  state-administered  in- 
surance—  that  is  what  deposit  guaranty  is  —  cannot,  like 
private  underwriting,  avoid  concentration  of  risk.  Over 
$10,000,000  of  deposits  are  at  the  risk  of  the  fund  in  Omaha 
alone,  and  more  than  twice  the  fund,  as  it  stood  in  August,  is 
at  risk  in  a  single  bank.  The  bank  referred  to  is  one  of  stand- 
ing; but  such  underwriting  is  unscientific  and  might  —  not  in 
this  case,  but  somewhere,  sometime  —  jeopardize  the  whole 
fund.   The  fund,  therefore,  should  be  increased. 

It  must  be  borne  in  mind  that  insurance  of  deposits  is  not 
the  cause  now  leading  to  bank  failures  in  Nebraska.   In  the 

1.  See  the  iaeue  for  November,  1913,  p.  113. 
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AGRICULTURE  IN  EASTERN  EUROPE 

SUMMARY 

I.  Overcrowding  of  the  land,  170.  —  Importance  of  agricultural 
pioUem  of  eastern  Europe.  Density  of  population.  Large  proportion  of 
nml  population;  its  high  density.  Low  yields.  Per  capita  grain  produc- 
tion. U.  Consequences  as  to  standard  of  living  and  food  supply,  174. 
—  Predominantly  vegetable  diet.  Small  surplus  after  supplying  wants  of 
producer.  Livestock.  Prewar  grain  exports.  Reduction  of  food  output 
dozing  war;  continuation  of  similar  causes  after  war.  Widespread  food 
shortage.  The  Russian  famine.  III.  Prospects  for  recovery,  180.  — 
Conditions  favoring  recovery.  Importance  of  political  conditions.  In- 
creaaed  crops  of  1921  except  in  Russia;  exports  of  food;  effect  on  cur- 
rency exchange.  Probably  slower  recovery  of  Russia.  IV.  Prospect  for 
progreas  in  peasant  agriculture,  183.  —  Vicious  circle  of  overcrowding, 
poverty,  ignorance.  Ejects  of  overcrowding  on  agricultural  methods. 
SiaUow  plowing.  Unsatisfactory  crop  rotation.  Scattered  holdings  — 
their  explanation  and  consequences.  Mir  system.  Beneficial  effects  of 
democracy.  Rapid  progress  improbable.  V.  The  large  estates,  190.  — 
Large-scale  operation.  Superior  efficiency.  Polish  estates.  Agrarian 
refonn  —  division  of  estates.  Direct  gain  to  peasant  overestimated. 
Measures  already  taken.  Ultimate  effects,  especially  on  peasant 
pqrchology. 

The  great  food  relief  operations  conducted  by  the 
United  States  government  and  later  by  the  private 
agency  of  the  American  Relief  Administration  and 
other  less  important  organizations  have  directed  atten- 
tion more  than  ever  before  to  the  agricultural  problems 
of  eastern  Europe.    Just  as  the  food  problem  of  the 

160 


AQRICULTURB  IN  EASTERN  EUROPE  171 

in  this  article  applies  most  fully  to  European  Russia 
and  Poland  (except  Prussian  Poland^  where  conditions 
were  very  different) .  It  applies  in  a  somewhat  less  meas- 
ure to  Roimmnia,  Bulgaria,  and  Jugo-Slavia,  and  in  a 
still  less  measure  to  Czecho-Slovakia  and  Himgary.  Of 
the  most  tjrpical  regions  it  may  be  said  that  the  great 
bulk  of  the  population  is  engaged  in  agricultiu'e,  that 
the  population  is  so  dense  that  the  agricultural  worker 
has  only  a  very  limited  amount  of  land  to  work  on  and 
l^t  the  great  bulk  of  the  food  which  he  produces  has  to 
be  consumed  by  himself ,  his  family,  and  his  domestic 
animals,  leaving  comparatively  little  for  exchange  for 
other  products  and  services. 

The  greatest  density  of  population  is  f  oimd  in  Poland. 
According  to  the  latest  prewar  estimates  for  Russian 
Poland  (the  so-called  Congress  Poland)  its  density  of 
population  was  about  eight  times  that  of  the  United 
States.  There  were  about  270  inhabitants  per  square 
mile,  as  against  35  in  our  own  country  in  1920.  Even 
such  a  rich  agricultural  state  as  Iowa  has  only  43  in- 
habitants per  square  mile.  The  density  of  population  of 
Galida  was  the  same  as  that  of  Congress  Poland.  In 
European  Russia,  as  a  whole  (excluding  here,  as  in  later 
figures,  the  present  Poland,  the  Baltic  states,  Bessarabia, 
and  Transcaucasus)  there  were  67  people  per  square 
mile.  This  figure,  however,  gives  an  inadequate  idea  of 
the  density  of  population  of  those  parts  of  Russia  which 
are  adapted  to  agriculture.  Over  vast  northern  stretches 
the  cultivation  of  the  soil  is  impossible.  If  two  govern- 
ments only.  Archangel  and  Vologda,  be  excluded,  the 
prewar  population  density  rises  to  90  per  square  mile, 
and  in  many  governments  of  the  Black  SoU  region  of 
southern  Russia  the  figure  was  from  120  to  180.  Owing 
to  the  war,  famine  and  revolution,  the  population  of 
both  Poland  and  Russia  has  declined  but  it  is  still 
extremely  dense. 
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large  urban  population  in  addition  to  feeding  itself.  The 
great  bulk  of  what  the  farmers  produce  they  must  con- 
sume themselves. 

Not  only,  however,  does  the  agricultural  worker  of 
eastern  Eiut>pe  have  far  less  land  at  his  disposal  than 
his  fellow  in  more  happily  situated  coimtries,  but  from 
what  he  has  he  extracts  comparatively  little  per  unit  of 
area.  Even  before  the  war  crop  yields  in  this  region 
were  low.  In  Russia  they  fell  below  those  even  of  a 
coimtry  with  comparatively  extensive  cultivation  like 
the  United  States,  and  were  scarcely  a  third  as  high  as 
yields  in  countries  like  England,  Denmark  or  Germany, 
where  intensive  and  scientific  methods  are  applied. 
Taking  all  bread  grains  together  —  more  precisely  all 
grains  except  oats  —  the  United  States  in  1919  har- 
vested 1140  pounds  per  acre  planted  to  these  grains. 
The  corresponding  average  for  European  Russia  before 
the  war  (1911-15)  was  660  pounds. 

As  a  consequence  of  overpopulation  and  imderproduc- 
tion,  the  agricultural  output  per  head  of  the  total  popu- 
lation of  eastern  Europe  is  extremely  low  as  compared 
with  that  in  the  United  States,  and  the  production  per 
capita  of  the  rural  population  relatively  far  lower  still. 
In  our  own  coimtry  in  1919  the  production  of  all  grains 
except  oats  was  equivalent  to  1889  poimds  per  capita  of 
the  total  population.  For  European  Russia  the  corre- 
sponding figure  before  the  war  averaged  804  pounds  or 
much  less  than  half  as  much.  If  the  calculation  be  based 
upon  the  rural  population  only,  we  have  for  the  United 
States  3885  pounds  per  capita  and  for  European  Russia 
only  937  pounds,  or  less  than  one-fourth  as  much.  If  one 
should  take  into  consideration  all  other  products  of  the 
soil,  the  comparative  picture  presented  would  not  be 
materially  different.  Without  entering  into  statistical 
details  it  may  be  said  broadly  that  in  Congress  Poland 
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and  that  of  the  United  States.  It  was  borne  in  upon  the 
writer  in  a  striking  manner  last  summer  when  on  return- 
ing from  Poland  he  spent  some  time  in  one  of  the  rich 
rural  regions  of  the  United  States.  It  is  true  that  the 
contrast  is  greater  now,  when  Poland,  like  the  rest  of 
eastern  Europe,  is  suffering  from  the  aftermath  of  war, 
than  it  would  have  been  some  years  ago.  But  even 
under  nonnal  conditions  it  is  far  greater  than  the  mass  of 
American  people  imagine.  Statistics  are  not  available, 
but  there  is  reason  to  believe  that  the  average  Middle 
Western  farmer,  after  supplying  the  food  requirements 
of  himself  and  his  family,  has  left  for  sale  to  satisfy  other 
wants  —  housing,  clothing,  fuel,  furniture,  education, 
amusement  and  what  not  —  not  less  than  five  times, 
probably  more  than  ten  times  and  possibly  even  twenty 
times  as  much  product  as  remains  to  the  eastern 
European  peasant  after  he  has  satisfied  his  much  simpler 
food  requirements.  In  the  better  agricultural  regions  of 
our  coimtry  almost  every  farmer  has  an  automobile 
costing  from  five  hundred  to  two  thousand  dollars  and 
requiring  some  hundreds  of  dollars  yearly  to  maintain. 
There  is  hardly  one  peasant  (that  is,  one  ordinary  farmer 
as  distinguished  from  the  great  land  owners)  in  all 
eastern  Europe  who  owns  even  the  most  rudimentary 
"flivver."  This,  however,  is  an  inadequate  illustration. 
If  among  the  things  that  the  average  American  farmer 
enjoys,  it  were  automobiles  alone  that  the  Russian  or 
Polish  peasant  had  to  get  along  without,  he  would  con- 
sider himself  happy  enough. 

The  small  consumption  of  meat  and  other  animal 
products  in  eastern  Europe  greatly  affects  the  whole 
character  of  agriculture.  Live  stock  raising  is  far  less 
important  than  in  the  United  States.  Domestic  animals 
serve  for  draft  piuposes  more  than  for  food.  In  the 
United  States  in  1919  there  were  63  cattle  for  each 
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quantities  of  wheat  shipped  abroad  with  the  quantity 
produced  in  the  country.  Most  of  the  Russian  peasants 
cannot  afford  to  eat  wheat.  Their  principal  bread  grain 
IB  rye.  Of  the  combined  production  of  wheat  and  rye 
in  Russia  before  the  war  only  one-eighth  was  exported, 
and  the  fact  that  the  quantity  so  exported  was  equal  to 
or  greater  than  the  wheat  exports  of  the  United  States 
was  attributable  merely  to  the  vast  area  and  population 
of  Russia.  It  should  be  remembered  that  while  grain 
constituted  the  bulk  of  agricultural  exports  from  Rus- 
sia,  our  own  country,  besides  grain,  exports  meats  and 
fatSy  representing  indirectly  a  great  quantity  of  grain, 
and  that  we  export  also  much  cotton.  Poland  had  be- 
fore the  war  hardly  any  net  exportation  of  grain  at  all. 
Roumania  and  Bulgaria,  less  densely  populated,  ex- 
ported a  much  larger  proportion  of  their  crop  than 
Russia,  but  even  in  these  two  countries  the  greater  part 
of  the  product  of  agriculture  was  consumed  by  the  farm- 
ing population  itself.  It  should  be  remembered,  too, 
that  the  farms  of  the  United  States,  besides  what  they 
export,  not  only  feed  their  owners  and  workers  with  a 
much  more  expensive  diet  than  that  of  the  eastern 
European  peasant,  but  also  provide  with  an  expensive 
diet  the  large  urban  population  of  our  country. 

It  can  readily  be  realized  that  with  the  normal  situa- 
tion of  agriculture  and  of  food  supply  such  as  has  been 
described,  war  and  revolution  struck  a  mighty  blow  to 
the  well-being  of  eastern  Europe.  That  region  could  ill 
afford  any  great  reduction  of  its  agricultural  output.  A 
tremendous  reduction  was  forced  upon  it  by  the  war  and 
its  aftermath.  Food  shortage  amounting  to  famine  was 
the  inevitable  result. 

The  great  war  affected  the  agricultural  production  of 
eastern  Europe  in  several  ways.  Military  operations 
directly  precluded  the  cultivation  of  the  soil  over  con- 
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necessary,  as  a  protection  to  the  urban  population,  to 
impose  all  sorts  of  restrictions  on  prices  of  and  trade 
in  agricultural  products.  Doubtless  these  measures  of 
control  were  to  some  extent  justified,  but  they  tended 
greatly  to  discourage  production. 

In  most  of  the  coimtries  of  eastern  Europe  some  at 
least  of  these  conditions  adverse  to  agriculture  did  not 
cease  with  the  war.  For  two  years  after  the  conclusion 
of  the  armistice  between  the  Allies  and  the  Central 
Powers,  Poland  was  at  war  with  the  Bolsheviks;  in 
1920  invasion  swept  over  a  third  of  her  lands  at  the  very 
harvest  season.  Russia  is  still  in  the  throes  of  revolu- 
tion and  misrule.  Throughout  eastern  Europe  lack  of 
ability  to  pay,  accentuated  by  the  tremendous  fall  of 
exchange  due  to  other  causes  as  well  as  to  lack  of  ex- 
ports, continued  to  check  the  importation  of  machinery 
and  fertilizers.  Government  control  of  food  prices  has 
been  maintained  in  most  of  the  countries  almost,  if  not 
quite,  to  the  present  day — in  some  cases  after  the  justi- 
fication for  it  had  wholly  ceased. 

Food  shortage  was  the  natural  result  of  these  war  and 
postwar  conditions.  To  some  extent  throughout  the 
war,  to  a  large  extent  during  its  last  year  or  two  and  for 
a  year  or  two  after  its  close,  suffering  for  lack  of  food 
reigned  in  all  of  eastern  Europe.  In  Russia  conditions 
have  grown  worse  with  each  succeeding  year,  culminat- 
ing now  in  a  terrific  famine. 

The  food  shortage  has  been  felt,  of  course,  most  se- 
verely by  the  industrial  population.  The  peasant  looks 
first  after  his  own  food  requirements.  Besides,  he  often 
had  little  motive  to  sell  any  surplus  he  might  possess, 
because  there  was  little  he  could  buy  with  the  proceeds. 
The  production  of  mining  and  manufacturing  industry 
had  been  even  more  disturbed  by  the  war  than  that  of 
agriculture,  and  the  cities  had  almost  nothing  to  give  in 
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Europe  would,  under  favoring  conditions,  stand  a  better 
chance  of  regaining  its  former  level  than  would  a  highly 
advanced  agriculture  which  had  suffered  a  similar  blow. 
Having  always  been  on  a  low  plane  it  had  not  far  to  fall, 
and  has  not  far  to  rise  again.  Above  all  it  was  and  is  less 
dependent  on  world  market  conditions  than  an  agri- 
cultural industry  which  sells  most  of  its  products  either 
abroad  or  to  an  industrial  population  at  home.  The 
peasant  having  always  produced  chiefly  for  his  own 
consumption  has  a  powerful  incentive  to  bring  his  out- 
put up  at  least  to  the  point  where  it  will  supply  that 
fundamental  need.  He  has  not  so  much  land  but  what 
he  can  till  it  all  after  some  fashion  even  with  a  much 
reduced  equipment.  Most  peasants  never  used  artifi- 
cial fertilizer. 

The  big  estates  of  eastern  Europe,  which,  as  more 
fully  shown  later,  were  before  the  war  considerably  more 
efficient  than  the  peasant  farms,  have  suffered  relatively 
worse  than  the  latter  from  the  war  and  its  sequences. 
They  are  likely,  so  far  as  they  continue  to  exist  at  all,  to 
recover  their  normal  status  somewhat  more  slowly. 

The  prospects  for  the  restoration  of  agricultiu^  in 
eastern  Europe  to  its  prewar  efficiency  depend  largely  on 
political  conditions.  These,  of  course,  can  scarcely  be 
forecasted,  especially  in  Russia.  Wherever  it  has  had  a 
fair  chance,  agriculture  in  eastern  Europe  has  already 
shown  a  marked  tendency  toward  recovery.  Except  in 
Russia  the  improvement  in  1921  was  especially  con- 
spicuous. In  1919  Poland,  Roimiania,  and  Jugo-Slavia 
all  received  food  aid  in  large  amounts  from  the  United 
States.  From  the  crop  of  1921  all  these  countries  will  be 
able  to  export.  It  should  be  understood,  however,  that  a 
coimtry  which  has  long  been  deprived  of  much  needed 
foreign  goods  will  export  food  even  at  the  expense  of  a 
less  abundant  and  varied  supply  at  home  than  would 
otherwise  be  considered  necessary. 
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than  as  r^ards  the  rest  of  eastern  Europe.  Everything 
depends  on  the  political  conditions.  Even,  however,  if  a 
stable  and  just  government  is  soon  established,  it  will 
take  long  for  Russian  agriculture  to  recover  fully.  Its 
ruin  has  been  more  complete  than  anywhere  else.  The 
loss  of  machinery,  tools,  and  draft  animals  has  been 
enormous.  It  will  take  years  to  restore  the  confidence  of 
the  peasant  in  the  advantage  of  producing  a  surplus 
beyond  his  own  needs.  And  even  when  such  a  surplus  is 
forthcoming,  its  exportation  in  any  large  quantities  will 
have  to  wait  the  rehabilitation  of  the  Russian  railroads 
and  of  the  coal  mines  on  which  the  operation  of  the  rail- 
roads hangs.  No  doubt,  however,  as  elsewhere,  the  long 
deprivation  of  supplies  from  abroad  will  create  strong 
pressure  for  export  even  from  a  production  much  lower 
than  that  before  the  war.  On  the  whole  it  seems  little 
likely  that  Russia  can  regain  its  former  place  in  the 
world's  grain  trade  for  a  good  many  years  to  come. 

IV 

Looking  forward  to  the  more  distant  future,  density  of 
population  stands  forth  as  the  principal  factor  tending 
to  check  the  progress  of  agriculture  in  eastern  Europe, 
and  quite  capable,  perhaps,  of  damning  it  to  decades  if 
not  centuries  of  inefficiency. 

A  dense  agricultural  population  is  not  necessarily 
poor,  altho  it  can  never  hope  to  be  as  prosperous  as  a 
sparser  agricultural  population  of  equal  intelligence  and 
skill.  A  large  amount  of  labor  applied  to  the  soil  will,  of 
course,  with  equal  intelligence,  produce  more  per  acre 
than  a  small  amount,  but  it  will  not  produce  so  much  per 
man.  Unfortunately  where  a  large  amoimt  of  labor  is 
applied  with  a  small  degree  of  skill,  as  in  eastern  Europe, 
even  the  output  per  acre  may  become  low,  while  that 
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six.  Even  in  a  country  with  as  light  a  soil  as  Poland, 
plowing  is  far  shallower  than  is  customary  in  the  better 
farming  regions  of  the  United  States.  Often  the  fields 
are  very  well  dragged  and  even  rolled  after  plowing;  but 
this  does  not  make  up  for  the  lack  of  depth,  which  not 
only  prevents  the  adequate  amoimt  of  food  from  reach- 
ing the  roots  but  also  prevents  the  proper  conservation 
of  moisture. 

The  shallow  plowing  is  due  in  part  to  the  character  of 
plows  used  and  in  part  to  the  lack  of  power  to  propel 
them.  Plows  are  often  mere  sticks  of  wood  with  a  small 
tip  of  iron.  Tractors  are  of  course  practically  unknown 
to  the  peasant  farmer.  To  be  sure,  in  prewar  times, 
there  were  enough  horses  in  most  parts  of  eastern  Eu- 
rope to  do  plowing  well,  had  their  labor  been  fully 
utilized.  The  difficulty  as  to  horse  power  arose  from  the 
small  size  of  the  holdings.  The  average  peasant  could 
not  afford  more  than  two  horses — often  very  small 
beasts,  at  that  —  and  many  could  afford  only  one.  If 
the  peasant  who  had  two  horses  had  three  times  as  much 
land  and  four  horses  he  could  plow  it  all  deeply  enough. 
Obviously  better  results  could  be  obtained  by  coopera- 
tion among  neighbors  in  the  use  of  draft  animals,  and  to 
some  extent  this  was  practiced  even  before  the  war.  It 
has  been  practiced  still  more  of  late  on  account  of  the 
reduction  in  the  number  of  draft  animals  as  the  result  of 
the  war.  But  at  present  there  is  a  real  shortage  of  such 
animals  in  most  sections,  so  that  even  with  cooperative 
plowing  the  peasants  can  scarcely  till  as  much  land  as 
before  the  war  with  equal  thoroughness. 

No  doubt  the  peasant's  ignorance  of  the  importance 
of  deep  plowing  has  had  something  to  do  with  his  prac- 
tice, but  broadly  speaking  his  small  holdings  and  his 
poverty  have  been  a  more  important  cause. 

Peasant  farming  in  eastern  Europe  is  generally  char- 
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The  explanation  of  the  existence  of  this  checker- 
board system  is  complex.  It  is,  of  course,  possible  for 
lands  to  become  very  much  broken  up  merely  as  the 
result  of  the  dividing  of  a  parent's  holdings  among  his 
children  and  the  subsequent  shifting  of  titles  by  mar^ 
riage.  In  a  country  like  the  United  States,  inheritance 
and  marriage  tend  but  little  to  result  in  scattered  hold- 
ings because  purchase  and  sale  and  exchange  of  land 
are  easily  effected  from  the  legal  standpoint  and  are  a 
part  of  the  common  tradition  of  the  farming  coni- 
mimity.  But  in  many  of  the  countries  of  eastern 
Europe,  transfer  bristles  with  legal  difficulties.  More- 
over the  peasant  has  not  yet  acquired  confidence  in 
titles  and  feels  more  secure  of  that  which  he  has  re^ 
oeived  through  his  parents  or  through  his  wife  than  of 
that  which  he  buys  or  gets  by  trading. 

In  much  of  eastern  Europe,  however,  the  parcelation 
and  scattering  of  holdings  has  gone  much  farther  than 
would  have  resulted  from  inheritance  and  marriage 
alone.  It  has  been  augmented  by  peculiar  practices  of 
the  past.  Formerly  peasant  villages  often  held  —  or 
perhaps,  rather,  cultivated,  since  the  title  was  usually  in 
the  crown  or  in  the  noble  —  their  lands  in  common.  In 
that  case  the  village  land  was  generally  cultivated  on  a 
three-field  system,  such  as  has  already  been  described. 
In  the  course  of  time  common  cultivation  ceased  and  the 
individual  peasant  was  allotted  land,  either  permanently 
or  for  a  term  of  years.  Instead,  however,  of  receiving 
the  land  all  in  one  piece  he  received  a  strip  in  each  of  the 
three  fields.  These  three  strips  were  then  further  sub- 
divided through  inheritance  and  shifted  by  marriage. 

This  situation  with  respect  to  land  tenure  has  much 
to  do  with  the  choice  of  crops.  The  peasant  holding 
several  small  strips  has  far  less  freedom  than  he  would 
have  if  his  land  were  all  in  one  place.  He  must  in  general 
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should  not  be  forgotten  that  in  the  Old  World  habit  and 
tradition  are  more  deeply  ingrained  than  in  a  country 
like  our  own.  It  is  not  easy  even  for  well-educated 
people  to  break  away  from  the  traditions  of  centimes 
and  the  customs  of  their  neighbors. 

The  greatest  hope  for  ultimate  betterment  of  peasant 
agriculture  in  eastern  Europe  lies  in  democracy.  Crude 
as  may  be  the  democracy  thus  far  established,  or  that 
likely  to  be  achieved  for  a  long  time  to  come,  it  cannot 
be  so  deadening  as  the  despotism  which,  in  Russia  espe- 
cially, formerly  existed.  The  eastern  European  peasant 
was  formerly  a  cipher  politically.  In  every  coimtry  of 
eastern  Europe,  except  Russia,  he  is  now  a  full-fledged 
citizen,  whose  vote  coimts  equally  with  that  of  the  land 
baron.  Even  in  Russia,  where  one  dictatorship  has  given 
place  to  another,  it  may  readily  be  that  the  revolution 
has  prepared  the  ground  for  a  real  rule  of  the  people. 

The  establishment  of  democracy  will  enable  the 
masses  of  eastern  Europe  to  correct  age-long  abuses, 
which  have  not  merely  wronged  them  but  have  ham- 
pered their  efficiency.  It  is  likely  to  have  a  wholly 
beneficial  effect  upon  their  psychology.  The  conscious- 
ness of  possessing  rights  and  power  is  a  stimulus  to 
effort  and  to  self-improvement.  One  of  the  most  strik- 
ing features  in  the  life  of  Poland  is  the  eagerness  of  the 
peasants  for  the  educational  facilities  so  long  denied 
them.  This  consciousness  makes  also  for  independence 
of  judgment,  for  the  critical  examination  of  traditional 
methods,  for  readmess  to  try  experiments. 

None  the  less,  however  hopeful  one  may  be  as  to  the 
success  of  democracy  in  eastern  Europe,  there  can  be 
no  rapid  overcoming  of  the  inefficiency  of  agriculture. 
Poverty  will  stiU  remain  because  overcrowding  will  still 
remain,  and  poverty  will  long  prevent  the  masses  from 
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fanner  he  is  likely  to  cultivate  his  land  somewhat  better 
than  the  peasant.  He  can  afford  better  machinery  and 
enough  draft  animals  for  deeper  plowing.  He  is  not 
hampered  by  small  fields  or  by  the  necessity  of  con- 
sulting his  neighbors  as  to  what  he  shall  plant.  In  many 
parts  of  Russia,  before  the  war,  the  owners  of  the  big 
estates  gave  but  little  attention  to  them.  They  spent 
their  time  in  Moscow  or  Petrograd.  They  had  so  much 
land  that  they  could  live  extravagantly  without  good 
management.  Even  so,  prewar  statistics  show  yields 
per  acre  for  the  large  estates  greater,  in  every  section 
of  Russia,  than  those  of  peasant  farms,  the  difference 
in  most  cases  being  from  10  to  20  per  cent.  The  average 
output  per  man  employed  on  the  large  estates  exceeded 
that  on  peasant  farms  by  a  still  greater  margin.  The 
estate  owner  maintains  only  enough  labor  to  handle  the 
land.  A  good  deal  of  the  time  of  the  peasant  is  wasted 
because  he  has  not  land,  machinery,  or  animals  to  bal- 
ance properly  his  own  labor. 

Far  greater,  however,  was  the  superiority  of  large- 
scale  farming  in  the  cases  where  the  owner  put  real 
energy  and  intelligence  into  the  operation.  Especially 
among  the  Poles  a  very  considerable  proportion  of  the 
big  proprietors  were  good  farmers,  who  gave  personal 
attention  to  their  estates,  Uving  on  them  all  the  year  or 
at  least  during  the  crop  season.  Many  of  them  studied 
advanced  agricultural  methods  in  schools  of  their  own 
coimtry  or  of  Germany  and  western  Europe.  They  not 
only  used  good  machinery,  equipment  and  live  stock, 
but  were  often  highly  expert  in  the  rotation  of  crops, 
selection  of  seed,  drainage  and  use  of  fertilizers.  The 
greatest  degree  of  efficiency  was  attained  in  Posen  and 
West  Prussia  —  those  parts  of  Germany  which  have 
now  gone  to  Poland.  Here,  of  course,  German  influence 
entered.  Poles,  however,  owned  more  of  the  big  proper- 
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dififerent.  The  greater  part  of  the  forests,  apart  from 
those  owned  by  the  state,  belonged  to  the  nobility. 
Forests  constituted  a  very  large  fraction  of  their  land, 
while  the  peasant  holdings  consisted  mostly  of  cul- 
tivated lands  and  pastures.  In  the  second  place,  the 
land-owning  peasant  —  especially  the  "little  lander,'' 
to  use  a  Polish  phrase  —  who  looks  for  increase  of  his 
holdings  by  the  dividing  of  the  big  estates,  is  apt  to 
imderestimate  the  amoimt  of  land  which  must  go  to  the 
landless  peasants  who  are  now  hired  as  laborers.  Altho, 
as  already  stated,  there  was  on  the  large  properties  more 
land  per  man  employed  than  on  the  peasant  farms, 
nevertheless  the  laborers  on  the  estates  would  neces- 
sarily take  up  a  large  fraction  of  their  area.  Finally,  in 
those  parts  of  eastern  Europe  which  have  suffered  the 
greatest  losses  of  machinery  and  live  stock,  the  peasant 
is  likely  to  find  it  difficult  at  first  to  cultivate  much 
additional  land.  Of  course,  it  is  hoped  that  this  con- 
dition will  be  merely  temporary.  It  is  noteworthy,  how- 
ever, that  the  eagerness  of  the  peasants  in  Poland  to 
push  through  immediately  the  partition  of  the  big 
estates  has  been  decidedly  dampened  by  the  high  cost 
of  equipping  additional  land. 

The  end  of  the  big  land  holdings  in  Russia  came 
quickly,  rudely  and  without  system.  With  the  out- 
break of  revolution  the  peasants  simply  seized  the  land, 
appropriated  the  neighboring  estates  and  divided  them 
among  the  landless  and  land-holding  peasants  according 
to  the  will  of  the  group  or  perhaps  in  certain  cases  ac- 
cording to  the  right  of  strength.  They  did  not  wait  for 
formal  methods,  for  laws  and  decrees  and  officials  from 
Moscow.  The  question  of  compensation  to  the  owners 
was  not  raised.  The  central  Bolshevik  government  at 
Moscow  had  the  theory  that  the  big  estates  should  be 
made  into  communal  farms,  but  the  peasants  did  not 
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possess  a  somewhat  greater  amount  of  land  than  before 
and  have  it  in  one  piece.  It  is  perhaps  partly  by  reason 
of  the  fact  that  the  peasants  realized  the  desirability  of 
accomplishing  this  regrouping  at  the  same  time  with  the 
partitioning  of  the  big  estates  that  the  latter  itself  has 
gone  so  slowly.  It  is  evident  that  a  scientific  and  just 
rearrangement  of  a  multitude  of  land  holdings  is  a  task 
requiring  much  time  and  skill. 

In  Roimiania,  a  law  providing  for  the  parcelation  of 
large  properties  was  enacted  very  soon  after  the  armis- 
tice, and  it  has  already  been  carried  out  to  a  much 
greater  extent  than  in  Poland.  In  Roumania,  however, 
the  former  owners  are  permitted  to  retain  larger  tracts 
than  is  proposed  in  Poland.  It  is  difficult  to  get  accurate 
information  as  to  the  e£fects  of  the  redistribution  of  land 
in  Roumania.  Government  regulation  of  prices  and  of 
grain  export,  and  disorganization  of  the  railroads,  have 
tended  to  restrict  agricultural  production,  and  among 
the  complex  factors  affecting  the  situation  the  influence 
of  the  change  in  land  ownership  can  hardly  be  traced. 

In  fact,  throughout  eastern  Europe  there  are  so  many 
abnormal  conditions  of  political  and  economic  life  that 
one  can  scarcely  expect  to  be  able  to  demonstrate  the 
good  or  evil  effects  of  the  so-called  agrarian  reform  for  a 
long  time  to  come.  One  is  forced  to  fall  back  chiefly  on 
general  reasoning  and  psychology.  One  would  nat- 
lutdly  expect  that  the  immediate  effect  of  a  parcelation 
of  the  big  estates  among  the  peasants  would  be  a  dim- 
inution of  production.  Apart  from  the  fact  that  the 
peasants  in  general  are  less  efficient  farmers  than  the 
large  proprietors  and  that  small  holdings  lack  certain 
advantages  in  methods  that  the  large  holdings  enjoy, 
the  process  of  distribution,  especially  if  carried  out 
rapidly,  must  involve  in  itself  a  certain  amoimt  of  dis- 
organization. During  it  there  are  likely  to  be  lands  left 
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SUMMARY 

Value  theory  moribund  today,  198. —  Renascence  of  value  theory 
probable,  199. — Cassers  proposal,  200. — Future  trend  of  price  theory, 
201. — Types  of  pecuniary  values  other  than  price,  203.  —  Actuarial 
valuation,  204.  —  Valuation  under  right  of  eminent  domain,  207.  — 
Valuation  for  purposes  of  rate-making,  208.  —  These  valuations  not 
special  cases  of  price,  209. — Institutional  nature  of  pecuniary  valua- 
tion, 212. — The  market  has  no  monopoly  of  field  of  value,  217. — All 
valuation  purposive,  219. 

Never  in  the  history  of  industrial  society  was  value 
a  subject  of  more  vital  interest  than  it  is  today.  For  a 
quarter  of  a  century  we  have  had  a  movement  in  prices 
which  has  emphasized  anew  the  importance  of  the  gen- 
eral principles  imderlying  the  causes  of  their  rise  and 
fall.  Simultaneously  the  ever-growing  technological  and 
legal  complexity  of  the  industrial  world  has  given  rise  to 
a  number  of  new  problems  calling  for  pecuniary  valua- 
tion. We  have  witnessed  an  industrial  revolution  during 
the  last  forty  years.  The  consequences  of  that  revolu- 
tion for  productive  output^  for  capital  accumulation, 
and  for  the  development  of  new  institutions,  are  just 
beginning  to  dawn  upon  us.  One  of  its  manifestations 
touches  the  field  of  value  and  valuation.  The  develop- 
ment of  public  control  in  the  sense  which  that  term 
connotes  today,  the  taxation  of  income,  the  growth  of 
the  institution  of  accoimting,  the  development  of  mod- 
em management  both  in  the  financial  conduct  of  the 
corporation  and  in  the  supervision  and  direction  of  in- 
dustrial plants,  have  brought  into  being  a  set  of  condi- 
tions which  call  for  pecuniary  valuation. 

197 
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There  is  reason  to  believe  that  our  times  will  again  see 
a  renascence  of  value  theory.  It  is  the  purpose  of  this 
article  to  set  forth  the  grounds  for  that  belief,  and  to 
indicate  the  direction  which  the  new  development  will 
probably  take. 

The  first  task  of  any  theory  of  value  is  to  f  ormidate 
a  set  of  generalizations  intended  to  explain  the  causes 
of  the  rise  and  fall  of  prices.  It  should  furnish,  too,  a 
set  of  fundamental  generalizations  concerning  the  na- 
ture of  value  and  the  valuation  process  which  could 
serve  as  a  guide  to  those  who  are  confronted  with  prob- 
lems of  pecimiary  valuation  which  arise  outside  the 
market.  This  task  value  theory  has  hitherto  neglected 
almost  entirely.  Finally,  a  comprehensive  theory  of 
value  should  furnish  a  touchstone  for  present-day  insti- 
tutions and  their  fitness  to  realize  an  ideal  industrial 
program. 

The  first  of  these  three  propositions  with  respect  to 
the  scope  of  value  theory  will  be  all  but  universally 
accepted  by  economists,  altho  the  definiteness  of  the 
task  has  been  somewhat  befogged  by  the  course  of  eco- 
nomic doctrine  during  th^  last  thirty  years.  The  second 
proposition  would  be  less  readily  accepted.  This  is  due 
in  part  to  a  failure  to  comprehend  its  meaning  arising 
out  of  the  economist's  neglect  of  all  phases  of  pecuniary 
valuation  except  price.  When  the  economist  thinks  of 
value  theory  as  extending  beyond  the  problem  of  ex- 
plaining price  fluctuations,  he  usually  has  in  mind  the 
third  task,  which  deals  with  the  ethical  implications  of 
economic  valuation.  The  value  theory  of  the  last  thirty 
years  has  done  little  to  illuminate  either  the  causes  of 
price  fluctuations,  the  fitness  of  our  economic  institu- 
tions to  serve  ideal  ends  or  the  nature  of  pecimiary 
valuation  in  institutions  other  than  the  market. 

Some  economists  have  proposed  to  remedy  the  situa- 
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sooner  we  turn  from  the  controversies  of  the  old  value 
theory  and  apply  ourselves  to  a  study  of  markets  and 
market  technique,  the  better  will  it  be  for  price  theory. 
Prices  are  the  grist  which  markets  grind;  they  are  relar 
tive  to  market  processes.  Markets  are  institutions  of 
great  variety  and  complexity,  with  no  such  simple  mech- 
anism as  was  assumed  by  the  traditional  value  theory. 
Not  imtil  we  realize  this  and  address  ourselves  to  a  study 
of  their  technique  and  the  actual  course  of  causation 
upon  the  various  markets  will  we  make  any  further  ad- 
vance in  price  theory. 

The  positive  results  which  may  be  expected  from  such 
an  attack  are  well  illustrated  by  Cassel's  treatment  of 
the  problem  of  the  rate  of  interest.  By  attacking  inter- 
est as  a  price  problem  he  succeeded  in  discussing  the 
whole  subject  within  the  short  range  of  ninety  pages 
despite  the  fact  that  he  was  still  preoccupied  with  prov- 
ing to  the  socialists  that  we  could  never  have  a  society 
in  which  interest  would  not  exist.  All  that  is  needed  to 
make  his  work  in  that  field  complete  is  to  extend  the 
study  of  the  forces  which  determine  the  market  rate  to 
all  the  markets  for  capital.  Cassel  discusses  only  the 
factors  which  govern  the  rate  of  interest  on  money  lent 
for  long  periods,  such  as  first  mortgage  loans  on  real 
property.  If  we  had  similar  studies  of  the  forces  which 
govern  the  rate  for  call  loans,  for  ordinary  bank  loans, 
for  one  to  five-year  notes,  and  for  long-term  bonds,  we 
should  have  all  that  the  economist  needs  to  know  about 
the  rate  of  interest. 

With  this  example  before  us  we  need  to  make  similar 
investigations  of  the  various  types  of  markets  for  com- 
modities and  services.  When  we  have  acquainted  our- 
selves with  the  different  sorts  of  markets  which  exist 
today  and  with  their  varying  technique,  we  may  be  able 
to  make  significant  groupings  and  classifications  of  those 
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to  warrant  overt  conduct,  but  must  be  supplemented 
and  reconstructed  from  the  economic  point  of  view 
before  the  individual  is  free  to  proceed  with  the  rational 
ordering  of  his  conduct.*  The  capacity  of  a  material 
object  to  satisfy  an  end  which  appears  in  the  form  of  a 
felt  want  is  utility.  One  may  have  complete  knowledge 
of  the  various  ends  which  material  objects  can  satisfy. 
But  that  does  not  yet  warrant  him  in  proceeding  to 
overt  conduct  if  such  useful  objects  are  scarce.  Before 
one  can  proceed  to  use  these  objects  they  must  be  eval- 
uated. When  such  evaluations  are  made  by  individuals 
they  result  in  the  subjective  values  of  the  Austrian 
School.  When  they  are  made  on  the  market  and  come 
to  expression  in  terms  of  a  standard  quantitative  imit, 
they  constitute  price.  The  price,  or  market  value,  is 
something  different  from  and  objective  to  the  utilities 
of  the  physical  object. 

Just  so  a  knowledge  of  price  is  oftentimes  inadequate 
to  warrant  economic  conduct.  When  this  situation 
arises,  resort  must  be  had  to  other  and  further  methods 
of  pecuniary  valuation.  The  market,  with  its  scale  of 
prices,  does  not  always  give  the  information  which  is 
needed  as  a  basis  for  rational  economic  conduct.  All 
such  valuations  outside  the  market  which  come  to  ex- 
pression in  money  terms  are  pecuniary  valuations  which  I 
lie  beyond  the  sphere  of  price.  The  very  fact  that  mar- 
ket value  is  the  phenomenon  which  occasions  the  neces- 
sity for  these  further  valuations  proves  that  they  are 
independent.  Prices  are  merely  the  problem  phenom- 
enon which  these  other  phases  of  pecimiary  valuation 
attempt  to  resolve  for  their  own  ends  with  their  own 
technique. 

The  pecuniary  valuations  other  than  price  are  inde^ 
pendent  values  just  as  the  economic  values  of  useful 

3.  Cf.  Valuation  m  a  Lodcal  ProoeM.  by  H.  W.  Stuart;  Stodka  in  Logieal  Theory, 
by  Jobn  Dawey,  p.  231. 
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two  machines  or  other  units  of  productive  plant,  which 
serve  precisely  the  same  physical  end  but  have  different 
market  values.  A  manager  has  an  electric  generator 
whose  second-hand  market  value  exceeds  the  cost  of 
removal  by  $50,000.  The  market  offers  a  generator  of 
improved  type  with  exactly  the  same  capacity  at  a  cost 
of  $250,000. 

Is  he  warranted  in  replacing  the  old  generator  with  a 
new  one?  The  answer  to  that  question  depends  upon  a 
further  pecimiary  valuation  of  the  relative  economic 
efficiency  of  the  two  generators.  If  the  difference  in 
their  value  is  more  than  $200,000  (the  difference  in  their 
market  values)  the  manager  is  warranted  in  discarding 
the  old  generator  and  purchasing  a  new  one;  if  it  is  less 
than  this  amount  he  will  retain  his  old  machine.  The 
difference  in  the  value  of  the  two  machines  considered  as 
productive  units  may  be  $300,000,  or  it  may  be  only 
$50,000.  There  is  no  certainty  that  it  will  be  equal  to 
the  difference  in  their  market  values.  The  market  value 
results  from  the  operation  of  all  the  conditions  which 
present  themselves  upon  the  market  for  electric  genera- 
tors; the  manager's  valuation  results  from  a  considera- 
tion of  the  factors  which  determine  the  relative  economic 
value  of  the  two  imits  in  the  particular  industrial  or- 
ganization which  he  is  supervising  and  directing.  Knowl- 
edge of  market  values  is  one  of  the  facts  which  he  must 
have  in  planning  a  rational  course  of  procedure,  but 
the  market  does  not  give  him  a  set  of  values  which  are 
adequate  to  warrant  that  procediu-e  without  further  and 
independent  valuations. 

The  last  example  falls  within  the  general  field  of  de- 
preciation. The  problem  of  valuation  presented  by  de- 
preciation of  plant  and  equipment  is  raised  perhaps 
most  directly  in  connection  with  the  determination  of 
income.  It  is  a  soxmd  principle  of  income  determination 
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3.  Valuations  of  property  for  purposes  of  taxation. 
These  may  be  either  in  the  nature  of  the  valuation 
which  shall  serve  as  a  direct  basis  for  the  tax  levy;  or 
they  may  arise  incident  to  the  determination  of  income 
when  taxes  are  spread  on  the  basis  of  income. 

4.  Valuations  of  property  which  arise  in  connection 
with  industrial  and  financial  management.  These  are 
necessitated  by  the  fact  that  the  valuations  of  the  mar- 
ket are  not  adequate  for  the  rational  direction  of  indus- 
trial and  financial  conduct,  if  this  is  to  be  carried  through 
most  economically  and  efficiently. 

Perhaps  these  four  groups  could  be  subsumed  im- 
der  two  heads.  The  first  three  groups  present  valua- 
tions which  are  necessitated  by  the  general  problem  of 
public  control.  They  come  to  expression  as  finding  of 
a  judicial  or  administrative  body  and  as  such  have  bind- 
ing force.  The  last  group  is  concerned  with  those  prob- 
lems of  valuation  that  arise  in  private  industry  in  its 
pursuit  of  profit. 

In  addition  to  these  there  is  the  problem  of  imputa- 
tion or  allocation  of  values,  revenues,  and  expenses, 
which  cuts  across  this  classification  and  may  arise  in 
connection  with  any  of  these  groups.  Not  only  must 
courts  and  commissions  find  a  fair  value  for  purposes  of 
rate-making,  but  they  must  frequently  divide  that  value 
between  the  property  used  for  interstate  business  and 
that  used  for  intrastate  business.  Oftentimes  they  are 
also  called  upon  to  further  subdivide  either  the  inter-  or 
intrastate  property  as  between  that  which  is  used  for 
carrying  freight  and  that  used  for  carrying  passengers, 
likewise  for  purposes  of  taxation  not  only  must  the  as- 
sessing authorities  find,  in  the  case  of  an  electric  light 
and  power  company  whose  hydroelectric  plants  are  lo- 
cated in  one  part  of  a  state  and  whose  product  is  con- 
sumed in  the  manufacturing  towns  in  another  part,  the 
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terstate  Commerce  Commission  he  had  sought  to  inform 
himself  regarding  the  problem  of  value  by  reading 
every  available  thing  that  the  economists  had  written 
upon  the  subject.  After  completing  this  laudable  im- 
dertaking  he  remarked  that  he  knew  nothing  about 
value  when  he  began,  and  not  very  much  when  he  had 
finished,  but  he  was  certain  that  the  value  about  which 
the  economist  was  talking  was  not  what  he  and  his  col- 
leagues were  seeking  in  the  valuation  of  the  railroads  of 
the  United  States. 

When  a  public  utility  commission  is  seeking  a  fair 
value  upon  which  it  may  base  rates,  it  is  not  looking  for 
a  price.  It  does  not  ask  itself  what  this  property  is  actu- 
ally selling  for  upon  the  market.  As  one  commission 
puts  it  in  a  decision  involving  rates:  "When  we  speak 
of '  fair  value '  in  a  rate-making  case,  we  find  we  must  of 
necessity  acquire  an  entirely  new  and  distinct  concep- 
tion of  this  term  'value.'  It  is  not  a  composite  of  all 
other  values.  Nor  is  it  of  necessity  merely  a  modifica- 
tion of  any  of  the  foregoing  conceptions  of  value,  any 
more  than  a  newly  discovered  star  in  the  firmament  is  a 
composite  of  aU  other  stars  in  the  firmament,  or  a  modi- 
fication of  any  one  of  the  same.  But  it  is  an  entirely  new 
and  distinct '  value.'  It  may  in  some  respects  partake  of 
the  characteristics  of  some  other  values  or  of  all  other 
values,  but  nevertheless  it  is  a  conception  of  value  for  a 
different  purpose,  and  is  as  readily  susceptible  of  ascer- 
tainment independently  of  any  other  particular  value, 
as  such  other  particular  value  is  susceptible  of  ascertain- 
ment independently  of  it."  * 

This  commission  is  clear  as  to  the  distinctive  charac- 
ter of  the  value  problem  with  which  it  is  confronted 
in  a  rate  case.    It  would  surely  differ  from  one  writer 

4.  Deekkm  of  PubUe  Senrioe  CommiMkm  of  MaryUnd  in  the  Matter  of  the  Cheea- 
peake  4  Potomae  Telephone  Co.,  of  Baltimofe,  p.  22  (by  Towen,  Chairman,  opinion 
filed  March  8. 1918). 
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an  adjustment  of  supply  and  demand.  But  it  is  a  thing 
mi  generis.  It  has  no  meaning  nor  can  it  be  imderstood.] 
except  in  tenns  of  the  purposes  of  public  regulation  and 
in  terms  of  the  technique  which  has  been  developed  for 
arriving  at  a  pecimiary  value  which  shall  serve  that 
piupose. 

The  conflicting  theories  concerning  the  proper  method 
for  arriving  at  fair  value  vary  just  because  the  purposes 
which  the  evaluators  have  in  mind  are  different.  If  those 
who  are  charged  with  maki^ig  these  valuations,  both  for 
the  public  and  for  the  company,  told  us  with  frankness 
what  they  are  seeking  to  accomplish  thei^  processes 
of  valuation  would  be  more  intelligible.  The  extreme 
proponents  of  the  companies  usually  seek  a  theory  of 
valuation  which  keeps  public  utility  investment  and 
promotion  within  the  field  of  business  enterprise.  Wl^kt 
the  extremists  on  the  public  side  desire  is  a  payment  for 
the  service  which  shall  in  no  wise  exceed  what  would 
have  to  be  paid  imder  a  socialist  r^gune  which  was  as 
efficient  in  operation  as  is  private  management.  These 
men  would  base  value  upon  investment,  and  would  allow 
no  increment  for  the  increases  in  land  values,  for  changes 
in  the  price  level,  or  for  any  other  cause.  They  would 
remove  the  ownership  of  public  utilities  entirely  from 
the  field  of  business  enterprise.  They  would  make  it 
merely  a  soimd  investment  and  nothing  more. 

It  is  no  part  of  this  discussion  to  indicate  which  of 
these  two  groups  is  right;  that  is  largely  a  matter  of 
soxmd  pubUc  policy.  One  of  the  groups  is  trying  to  in- 
vest public  utility  property  with  all  the  functions  which 
private  property  in  any  business  enjoys.  The  other 
group  is  trjring  to  divest  property  in  pubUc  utilities  of 
a  lai^e  part  of  the  fxmction  which  private  property  in 
other  productive  plants  enjoys.  The  difficulty  in  pre- 
scribing an  adequate  and  satisfactory  method  of  valu- 
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the  task  of  explaining  why  the  value  of  an  annuity  of 
S802  for  twenty  years  is  $10,000  on  a  5  per  cent  basis; 
and  why  it  declines  in  values  $302  in  the  first  year,  $469 
in  the  tenth  year,  and  $764  in  the  last  year  of  its  life. 
Their  answer  will  probably  be  that  the  formula  gives  a 
value  of  $10,000  at  the  beginning  of  the  series  and  that 
it  shows  a  decline  in  value  of  $302  in  the  first  year,  $469 
in  the  tenth,  and  $764  in  the  last  year.  But  that  merely 
assumes  that  the  mathematician  of  valuation  has  an- 
swered the  problem  and  embodied  his  answer  in  the 
formula.  We  are  seeking  the  principle  which  imderlies 
and  validates  that  formula. 

The  reason  why  $10,000  is  the  value  of  the  annuity 
is  that  this  figure  will  enable  the  purchaser  of  the  an- 
nuity to  accumulate  his  original  investment  out  of  the 
$16,040  paid  him  during  the  twenty  years  and  to  receive 
in  each  year  an  additional  amount  which  is  exactly  5 
per  cent  of  the  remaining  value.  In  the  first  year,  for 
example,  the  owner  regards  $500  or  5  per  cent  of  $10,000 
as  income.  This  leaves  $302  as  a  return  of  his  invest- 
ment; the  value  of  his  annuity  at  the  end  of  that  year 
has  decreased  by  this  amount. 

The  second  year  he  coimts  $484,  or  5  per  cent  of  the 
remaining  value,  as  income  while  the  other  $318  is  con- 
sidered return  of  investment  and  decline  in  value.  And 
so  he  proceeds  throughout  the  twenty  years.  At  the 
beginning  of  the  tenth  year  the  value  is  $6665  and  he 
considers  $333  of  the  $802  which  he  receives  as  income 
and  $469  as  decline  in  value. 

His  revaluation  from  year  to  year  is  obviously  directed 
to  the  end  of  maintaining  a  imif  orm  percentage  between 
that  portion  of  the  $802  which  is  to  be  considered  in- 
come and  the  remaining  value  of  the  annuity.  It  is  just 
this  imif orm  ratio  of  5  per  cent  which  the  mathems^ 
tician  of  valuation  aims  to  attain  with  his  formula. 
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formula  is  merely  a  symbolic  representation  of  the 
process  of  valuation  which  is  necessary  to  realize  that 
purpose.  If  the  piu'chaser  changes  his  decision  and  con- 
cludes that  he  will  divide  the  payment  into  two  portions, 
one  of  which  represents  return  of  principal,  while  the 
other  is  at  all  times  6  per  cent  of  the  remaining  value  of 
the  annuity,  its  value  will  become  less  than  $10,000. 
The  decrease  in  value  is  directly  due  to  the  fact  that  the 
piu'chaser  has  substituted  a  new  end  for  the  former  one; 
every  modification  of  his  end  means  a  change  in  the 
value  of  his  means. 

The  discussion  of  valuation  for  rate-making  at  a 
previous  point  in  this  paper  indicated  the  purposive 
nature  of  that  procedure.  Likewise,  in  valuing  property 
for  purposes  of  taxation  the  object  sought  in  £bdng  the 
assessed  value  which  forms  the  basis  of  the  levy  is  the 
just  distribution  of  the  biu'den  of  supporting  govern- 
ment. Even  where  the  tax  purports  to  be  upon  the 
value  of  the  property,  the  assessing  body  will  commonly 
take  congizance  of  its  power  to  produce  income.  Thus 
the  Pere  Marquette  Railroad  has  been  for  years  assessed 
at  thirty  million  dollars,  despite  the  fact  that  its  prop- 
erty was  valued  by  the  State  Railroad  Commission  at 
over  fifty  millions,  and  that  the  same  commission  ap- 
proved an  issue  of  seciuities  at  the  reorganization  of  the 
properties  amoimting  to  over  $100,000,000. 

Since  all  values  are  relative  to  and  mediated  by  some 
purpose,  it  is  entirely  natiu-al  that  value  should  have 
become  a  term  of  many  meanings.  The  notion  of  an 
absolute  value  still  persists,  especially  among  lawyers 
and  engineers.  Among  the  lawyers  this  no  longer  takes 
the  crude  form  of  a  supposed  "intrinsic  value"  which 
inheres  in  the  object  as  do  physical  qualities,  but  rather 
of  an  attribute  which  property  derives  from  some  insti- 
tution of  pecimiary  valuation  which  has  the  force  of 
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straction.  The  valuations  of  the  market  are  no  more 
absolute  and  have  no  greater  validity  than  those  which 
result  from  the  workings  of  any  other  institution  of 
pecuniary  valuation.  And  since  the  market  itself  devel- 
oped and  attained  to  influence  and  recognition  only  by 
an  historical  process  of  evolution,  it  is  legitimate  in  no 
more  fimdamental  sense  than  are  other  institutions  of 
valuation  which  grew  up  later,  or  still  others  yet  to 
come.  At  any  time  too,  functions  which  have  been  left 
to  the  market  hitherto  may  be  transferred  to  other  in- 
stitutions of  pecuniary  valuation. 

The  market  does  not,  of  necessity,  serve  satisfactorily 
aU  the  ends  whose  attainment  we  now  leave  to  its  func- 
tioning. Particularly  must  we  scrutinize  with  the 
greatest  care  the  assumption  so  complacently  made  by 
many  economists  that  a  set  of  market  prices  which  brings 
about  a  proper  coordination  of  the  factors  of  production 
effects  an  ideal  distribution  of  product.  In  adjusting 
production  to  demand  the  market  places  at  the  disposal 
of  some  of  the  owners  of  the  factors  an  amount  of  eco- 
nomic power  to  command  product  which  is  greater  than 
necessary  to  evoke  the  productive  contribution  and 
which  is  not  in  harmony  with  our  ideal  system  of  distri- 
bution. It  is  quite  conceivable  that  we  may  establish 
other  institutions  of  valuation  which  shall  correct  the 
workings  of  the  market  in  such  manner  as  to  bring  our 
total  industrial  process  into  closer  conformity  with  what 
we  consider  a  just  distribution  of  income.  A  tax  on  dif- 
ferential profits  like  oiu*  excess  profits  tax  is  just  such  an 
institution.  There  is  no  reason  for  expecting  that  a  set 
of  values  which  is  adequate  and  satisfactory  for  the 
motivation  of  production  shall  likewise  be  adequate 
and  satisfactory  for  effecting  a  fair  distribution  of  the 
product. 

Perhaps  the  implications  of  this  theory  of  value  are 
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studied,  but  to  the  purpose  of  the  study.  It  is  possible, 
and  indeed  probable,  that  if  two  cost  studies  are  made 
of  the  same  traffic  on  the  same  railroad  at  the  same  time, 
one  for  one  purpose  and  the  other  for  another,  different 
bases  of  apportionment  of  the  same  joint  expenses 
should  be  used."  • 

Finally,  this  point  of  view  concerning  the  fimdamental 
nature  of  value  gives  us  a  touchstone  for  the  values 
created  by  the  workings  of  the  institutions  of  pecimiary 
valuation.  The  student  was  never  quite  satisfied  with 
the  statement  that  value  was  price.  To  him  value  al- 
ways seemed  something  more  fimdamental,  something 
which  furnished  a  criterion  for  passmg  judgment  upon 
prices.  Once  we  recognize  that  all  valuation  is  purposive 
we  have  a  test  for  the  validity  and  sufficiency  of  any 
institution  of  pecuniary  valuation  like  the  market  or 
the  court  sitting  in  a  rate  case.  If  the  values  which  re- 
sult from  the  working  of  these  institutions  fimction 
perfectly  to  realize  the  end  which  they  are  intended  to 
serve  they  are  true  values.  If  not,  the  institutions  which 
created  them  must  be  modified  or  supplemented  by 
new  ones. 

Thus  far  the  economist  has  held  aloof  from  this  field 
because  the  problems  have  not  fallen  within  the  boimds 
of  traditional  value  theory.  As  a  result  both  the  public 
and  the  economist  have  suffered  loss.  He  is  better 
equipped  and  can  bring  to  bear  upon  these  problems 
more  that  is  relevant,  both  as  to  point  of  view  and 
method,  than  the  people  who  are  essaying  to  solve  them 
today.  If  he  brings  to  bear  upon  them  his  imderstand- 
ing  of  economic  relations  and  his  method  of  analysis,  we 
are  certain  to  have  a  renascence  of  value  theory. 

David  Friday. 

0.  Allen  8.  Olmstesd,  Annals  American  Academy,  vol.  03,  pp.  218,  219. 
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theory  to  the  test  of  historical  data.  The  price  statistics 
available  for  the  study  were  good,  and  were  gathered  in 
convenient  form  in  Wesley  C.  Mitchell's  book  on  GoW, 
Wages  J  and  Prices  Under  the  Greenback  Standard.  Other 
necessary  statistics  were  derived  from  the  Reports  on 
Conmierce  and  Navigation  and  the  reports  of  the 
Secretary  of  the  Treasury  for  the  period  covered  by  the 
study. 

The  problem  is  this :  by  what  means  and  in  what  man- 
ner is  equiUbriiun  of  payments  maintained  in  the  course 
of  international  trade  between  countries  one  of  which  is 
on  an  inconvertible  paper  monetary  basis;  or,  having 
been  disturbed,  by  what  means  and  in  what  manner  is 
equilibrium  again  restored?  In  such  a  case  equilibrium 
cannot  bje  established  by  the  flow  of  gold  hither  and  yon 
in  the  way  made  familiar  by  the  classical  theory  of  inter- 
national trade.  Professor  Taussig  suggests  that  imder 
inconvertible  paper  it  is  attained  by  a  shifting  in  the 
commodity  side  of  the  price  equation  in  lieu  of  a  shifting 
in  the  money  side.  The  ultimate  adjustment  is  reached 
through  a  series  of  transitional  price  changes,  affecting 
in  contrasting  ways  export,  import  and  domestic  com- 
modities, and  operating  to  increase  or  decrease  the  ag- 
gregate of  commodities  exchanged  within  the  country, 
and  as  a  consequence,  lowering  or  raising  the  whole  price 
level  to  a  point  which  will  maintain  equilibrium. 

The  method  and  sequence  of  events  leading  up  to  this 
consununation  may  perhaps  best  be  illustrated  by  means 
of  the  example  used  in  the  original  exposition.  Assume 
that  the  trade  between  two  countries.  Great  Britain  and 
the  United  States,  is  simple  (that  is,  a  trade  in  commod- 
ity merchandise  only)  and  is  at  equilibrium,  the  specie 
value  of  the  imports  balancing  the  specie  value  of  the 
exports ;  that  Great  Britain  has  a  gold  monetary  stand- 
ard while  the  United  States  is  using  an  inconvertible 
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B.  Transitional  effects: 

(1)  Exporting  industries  are  unprosperous:  exports 
tend  to  decline  as  a  consequence  of  lower  sale  prices 
(paper). 

(2)  Importing  industries  are  prosperous :  imports  tend 
to  increase  as  a  consequence  of  lower  cost  prices  (paper). 

(3)  Export  trades  tend  to  cultivate  the  home  market, 
more  domestic  commodities  are  made  and  a  larger  share 
of  exportable  commodities  is  used  and  bought  at  home : 
import  trades  develop  and  more  imported  commodities 
come  in.  The  upshot  is  an  increase  in  the  total  volume 
of  conmiodities  bought  and  sold  in  the  United  States. 

C.  Ultimate  effects: 

(1)  A  fall  in  general  prices  in  the  United  States.  The 
volume  of  conunodities  has  increased,  the  money  supply 
(assuming  that  there  have  been  no  new  issues  of  paper)  is 
imchanged :  general  prices  will  therefore  fall.  Even  tho 
the  paper  money  has  increased  in  volume,  there  will  be  a 
fall  in  general  prices  relative  to  the  price  of  gold. 

(2)  A  gain  to  the  people  of  the  United  States  through 
lower  prices  of  both  domestic  and  imported  goods, 
money  incomes  remaining  the  same  throughout. 

The  coxu^e  and  causes  of  equilibrating  movements 
with  one  of  the  countries  on  an  inconvertible  paper 
monetary  basis  are  distinctly  different  from  those  which 
would  obtain  if  both  countries  were  on  a  gold  basis;  the 
ultimate  effects,  while  different  in  form,  are  in  substance 
very  much  the  same. 

The  resemblances  and  differences  will  be  evident  on  a 
comparison  of  the  sequences  of  events  to  be  expected 
imder  a  gold  and  under  a  paper  regime  respectively,  a 
comparison  presented  in  parallel  colmnns  herewith. 
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affect  the  prices  of  export,  import,  and  domestic  com- 
modities in  different  ways. 

Many  of  the  conditions  assimied  in  the  exposition  of 
the  theory  were  actually  present  in  the  period  from 
1862  to  1879.  Thus  Great  Britain  was  throughout  the 
period  upon  a  gold  basis  while  the  United  States  was 
using  inconvertible  paper  money.  From  1863  to  1874 
the  United  States  borrowed  heavily  and  continuously  in 
Great  Britain.  Other  conditions  of  the  hypothesis  were 
largely  realized  by  1866,  when  the  distiu'bances  caused 
by  the  Civil  War  began  to  subside.  The  premimn  on 
gold,  which  during  the  war  had  been  greater  than  the 
general  advance  in  prices,  fell  rapidly,  and  late  in  1865 
reached  the  level  of  general  prices  and  measiu*ed  fairly 
the  real  depreciation  of  the  ciurency.  The  liquidation 
brought  about  by  the  war  tended  to  simplify  interna- 
tional trade  and  to  reduce  the  complexities  which  ac- 
company credit  operations,  so  that  a  state  of  external 
trade  as  "settled"  as  is  ever  likely  to  occur  under  mod- 
em conditions  was  probably  realized  in  the  year  or  two 
succeeding  the  signing  of  peace  in  1865.  External  trade 
at  this  time  was  simple,  composed  largely  of  merchan- 
dise (including  gold  and  silver,  which  are  ''merchandise " 
to  a  coimtry  with  an  inconvertible  paper  monetary 
system),  while  exports  and  imports  approximately 
balanced  each  other.  The  transactions  which  come 
imder  the  head  of  merchandise  amounted,  in  specie 
values,  in  the  year  ending  June  30, 1865,  to  $265,000,000 
of  imports  and  $245,000,000  of  exports;  while  for  1866 
the  figures  are  $477,000,000  and  $450,000,000  respec- 
tively. 

For  the  whole  period  1862-79,  the  items  of  impor- 
tance for  the  present  purpose  entering  into  the  inter- 
national account  of  the  United  States  may  be  grouped 
as  follows:    (1)  conmiodity  exports  and  imports;  (2) 
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or  reversed  in  the  latter.  Our  problem  is  to  present  and 
compare  with  theoretical  expectation  these  actual  re- 
sults, the  whole  situation  being  brought  always  to  the 
factor  of  loans  as  the  touchstone. 

A  further  word  of  explanation  is  desirable  concerning 
the  differences  between  the  short-range  and  long-range 
phenomena.  In  the  period  from  1863  to  1873  the  imme- 
diate, the  transitional,  and  the  ultimate  effects  of  bor- 
rowing were  being  worked  out  synchronously.  On  the 
other  hand,  the  cessation  of  borrowing  and  the  increas- 
ing scale  of  repayment  of  loans  from  1874  to  1878  were 
evoking,  synchronously,  just  the  converse  immediate, 
transitional  and  ultimate  effects.  Moreover  these  sev- 
eral effects  in  either  period  tend  in  some  degree  to 
neutralize  each  other. 

Thus  the  short-range  effect  of  a  large  new  loan  placed 
by  the  United  States  in  Great  Britain  is  (by  its  influence 
upon  the  exchanges  and  its  tendency  to  depress  the  gold 
premium  in  the  United  States)  to  make  imports  cheap 
(in  terms  of  paper  currency),  and  so  stimulate  imports 
from  Great  Britain  into  the  United  States;  but  the  long- 
range  effect  of  increased  imports  from  Great  Britain 
into  the  United  States  is  to  raise  prices  in  Great  Britain 
and  to  lower  them  in  the  United  States,  and  so  set  up  a 
coimter  tendency  in  the  movement  of  merchandise. 

The  immediate  effect  of  the  loan  is,  again,  to  lower  in 
the  United  States  the  (paper)  prices  of  export  commodi- 
ties, since  their  price  is  set  in  the  foreign  market  in  gold 
and  the  same  amount  of  gold  will  be  represented  by  a 
smaller  amount  of  the  paper  currency  than  before  the 
fall  in  the  gold  premiiun.  The  (paper)  prices  to  con- 
sumers of  commodities  imported  into  the  United  States 
will,  as  shown  above,  also  fall  as  a  result  of  the  loans,  tho 
less  quickly  than  will  the  prices  of  export  commodities. 
The  reason  for  this  laggard  fall  in  the  prices  of  imports 
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whenever  borrowings  are  maintained  at  an  unacceler- 
ated  rate  the  long-range  effects  are  likely  to  come 
strongly  into  play^  more  especially  as  the  immediate 
effects  of  increasing  interest  payments  tend  to  neutral- 
ize the  short-range  effects  of  the  borrowing  operations  in 
the  same  manner  as  do  the  ultimate  effects  of  these 
borrowings. 

When  borrowing  ceases,  and  especially  when  repay- 
ment begins,  exactly  the  reverse  processes  of  course 
tend  to  establish  themselves.  It  is  unnecessary  to  trace 
these  in  exact  detail,  one  simply  needs  to  substitute  the 
effect  opposite  to  that  already  presented  here. 

In  such  a  period  as  that  of  1862-79  short-range  effects 
might  be  expected  to  be  prominent,  and  ordinarily  pre- 
dominant, since  these  years  were  broken  in  such  a  way 
as  to  present  a  peculiarly  favorable  opportimity  for  the 
operation  of  short-range  tendencies.  Borrowing  began 
on  a  large  scale  in  1863  and  was  maintained  for  about 
five  years  at  about  the  same  rate.  In  1868-69  it  was 
very  largely  increased,  so  that  just  when  the  long-range 
effects  might  be  expected  to  become  dominant  short- 
range  effects  were  given  a  new  impetus.  In  1873  oc- 
curred a  panic,  a  complete  shift  in  the  merchandise 
balance  of  the  United  States,  and  the  relative  cessation 
of  borrowing.  This  just  reversed  former  conditions 
and  again  gave  predominant  importance  to  short-range 
effects.  Thus  throughout  the  whole  period  the  long- 
range  effects  would  probably  just  be  beginning  to 
dominate  the  situation  at  the  end  of  each  of  the  three 
stages  1863-68,  1868-73,  1873-78,  when  their  influence 
would  be  overthrown  by  the  phenomena  of  the  period 
succeeding  them,  whereas  transitional  effects  would  be 
the  dominating  factor  practically  throughout,  being 
gradually  modified  and  counteracted,  as  each  period 
wore  on,  by  the  functioning  of  the  long-range  forces. 
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an  increase  in  the  period  1864-73  in  the  debits  of  the 
United  States,  both  on  merchandise  account  and  on 
freight  payments.  From  1873  to  1878  the  merchandise 
debit  shifts  to  a  credit,  the  export  and  import  of  precious 
metals  tend  to  converge,  while  freight  payments  remain 
a  reduced  debit,  the  net  effect  being  to  change  a  large 
debit  balance  on  these  items  in  the  earlier  period  into 
a  large  credit  balance  in  the  later. 

(7)  The  makeweight  in  these  vicissitudes  is  the  factor 
of  loans,  the  balance  on  financial  accoimt  tending  to 
offset  the  balance  on  commercial  accoimt.  Thus  large 
loans  were  placed  by  the  United  States  in  Europe  in 
1863,  and  the  merchandise  exports  of  the  year  ending 
Jime  30,  1864  exceeded  merchandise  imports  of  that 
year  by  the  unprecedented  siun  of  $157,000,000,  being 
almost  exactly  double  the  value  of  the  exports.  And  so 
throughout,  till  1873.  Large  loans  and  a  large  excess  of 
merchandise  imports  go  together.  Loans  were  so  sharply 
curtailed  after  1873  that  they  cease  to  be  significant  as  a 
credit,  and  a  little  later  the  movement  of  securities  be- 
gins to  be  reversed.  By  1876  they  are  being  reimported 
into  the  United  States,  thus  inversely  corresponding 
with  the  coincident  change  in  merchandise  accoimt 
which  was  now  showing  a  large  excess  of  merchandise 
exports. 

The  chart  on  page  234  brings  out  clearly  the  close  cor- 
relation of  merchandise  movements  and  the  borrowing 
operations.**  The  merchandise  movements  were  of  course 
a  function  of  prices,  prices  of  goods  entering  into  interna- 
tional trade  himg  on  the  value  of  gold,  and  the  value  of 
gold  (in  terms  of  greenbacks)  was  affected  by  the  bor- 
rowing operations.  The  next  step,  therefore,  is  to 
investigate  movements  in  the  value  of  gold. 


2a.  TIm  bkek  line  reprettnta  the  babuaoe  of  tXBde  on  maroluuidiM  Mcount,  ensMi  of 
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III.  The  Value  op  Gold  in  the  United  States 
AND  IN  Foreign  Countries 

The  first  effect  to  be  expected  as  a  result  of  the  large 
borrowings  maugurated  by  the  United  States  in  1863 
was  an  increased  offering  of  sterling  bills  in  the  New 
York  market,  with  a  consequent  fall  of  sterling  exchange 
in  New  York.  The  American  securities  sold  steadily  in 
Europe  from  1863  to  1873  tended  to  depress  sterling  ex- 
change in  New  York,  and  continued  to  do  so  imtil  a  new 
adjustment  of  trade  should  be  reached,  the  balance 
being  again  restored  by  an  increase  in  imports  rela- 
tively to  exports.  Preventing  any  such  restoration  of 
equilibrium  were  the  recurring  large  new  borrowings. 
One  would  therefore  expect  sterling  exchange  in  New 
York  in  this  period  to  be  pretty  constantly  depressed. 
Sterling  exchange  being  depressed  in  price,  its  equiva- 
lent, gold,  would  be  depressed  also.  Since  gold  was  a 
merchandise  commodity  in  the  United  States  during  the 
paper  regime,  one  would  expect,  from  this  depression, 
that  its  price  in  the  paper  currency  of  the  day  would  be 
lower  than  the  index  number  of  commodity  prices  in 
general,  relative,  at  any  rate,  to  its  price  under  a  similar 
comparison  made  previous  to  the  borrowing  operations. 

After  borrowing  had  been  severely  curtailed  follow- 
ing the  panic  in  the  fall  of  1873,  had  practically  ceased  a 
year  or  two  later,  and  repayment  of  loans  had  begun, 
the  opposite  movement  in  the  value  of  gold  is  the  expec- 
tation of  theory;  the  value  of  gold  ought  to  rise  from  a 
point  below  that  of  general  commodity  prices  to  some 
point  above  it. 

Further,  if  any  movement  which  appears  in  the  value 
of  gold  is  to  be  attributed  to  the  borrowing  operations 
and  to  nothing  else,  a  comparison  of  its  movement  in  the 
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Tabx<b  a.  Aybbagb  Price  of  Gold  and  thb  Median  Price  of 
CoiiMODrnBs  in  General  in  the  Unttbd  States 

1862-79 


Median 
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Month 

Av.  price 
of  gold 

price  of 

oommod- 

iticB 

Year 

Month 

Av.  price 
of  gold 

price  of 
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itiM 

1862 

Jan. 

102.5 

100 

1871 

Jan. 

110.7 

133 

« 

Apr. 

101.5 

100 

tt 

Apr. 

110.6 

131 

m 

Jul. 

115.5 

100 

tt 

Jul. 

112.4 

130 

m 

Oct 

128.5 

111 

« 

Oct 

113.2 

120 

1863 

Jan. 

145.1 

125 

1872 

Jan. 

100.1 

133 

« 

Apr. 

151.5 

137 

u 

Apr. 

111.1 

140 

m 

Jul 

130.6 

134 

u 

Jul. 

114.3 

130 

u 

Oct 

147.7 

135 

tt 

Oct 

113.2 

133 

1864 

Jan. 

155.5 

156 

1873 

Jan. 

1127 

135 

m 

Apr. 

172.7 

160 

u 

Apr. 

117.8 

137 

m 

Jul 

258.1 

104 

u 

Jul. 

115.7 

130 

u 

Oct. 

207.2 

200 

u 

Oct. 

108.0 

131 

1865 

Jan. 

216.2 

216 

1874 

Jan. 

111.4 

130 

« 

Apr. 

148.5 

100 

tt 

Apr. 

113.4 

120 

m 

Jul 

142.1 

158 

« 

JuL 

110.0 

130 

m 

Oct. 

145.5 

175 

u 

Oct 

110.0 

130 

1866 

Jan. 

140.1 

182 

1875 

Jan. 

112.5 

127 

m 

Apr. 

127.3 

173 

tt 

Apr. 

114.8 

125 

u 

Jul. 

151.6 

181 

tt 

Jul. 

114.8 

121 

m 

Oct. 

148.3 

173 

u 

Oct 

116.4 

120 

1867 

Jan. 

134.6 

160 

1876 

Jan. 

112.8 

117 

« 

Apr. 

135.6 

166 

« 

Apr. 

113.0 

115 

« 

JuL 

130.4 

150 

tt 

Jul. 

111.0 

110 

« 

Oct. 

143.5 

162 

tt 

Oct. 

100.7 

106 

1868 

Jan. 

138.5 

158 

1877 

Jan. 

106.3 

114 

« 

Apr. 

138.7 

162 

tt 

Apr. 

106.2 

106 

« 

Jul. 

142.7 

154 

« 

Jul. 

105.4 

100 

« 

Oct. 

137.1 

150 

u 

Oct 

102.8 

102 

1860 

Jan. 

135.6 

150 

1878 

Jan. 

102.1 

00 

« 

Apr. 

132.0 

150 

tt 

Apr. 

100.6 

06 

« 

Jul. 

136.1 

158 

u 

JuL 

100.5 

00 

« 

Oct. 

130.2 

153 

u 

Oct 

100.5 

04 

1870 

Jan. 

121.3 

147 

« 

Apr. 

113.1 

140 

« 

JuL 

116.8 

132 

« 

Oct 

112.8 

135 

on  page  231  will  show  this  to  have  been  the  year  of  great- 
est acceleration  in  borrowing.  The  fall  in  the  price  of 
gold  at  this  time  is  the  more  significant  in  view  of  the 
comer  in  gold  established  in  New  York  in  September, 
1869,  by  means  of  which  gold  was  raised  temporarily 
almost  30  points  in  price. 
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that  in  the  United  States.  In  one  year  indeed,  1869,  the 
movement  of  the  value  of  gold  in  Germany  corresponds 
to  that  in  the  United  States,  while  there  was  no  change 
at  all  in  its  value  in  England  in  this  year;  but  in  1873, 
when  gold  likewise  did  not  change  in  value  in  England, 
the  movement  in  Germany  was  in  the  opposite  direction 
to  that  in  the  United  States.  The  movement  of  gold 
values  in  Germany  shows  as  strong  a  tendency  opposite 
to  that  prevailing  in  the  United  States  as  does  the  move- 
ment in  England  at  the  same  time. 

Recall  now  the  theory  here  applicable.  The  price  of 
gold  in  the  paper  basis  country  will  reflect  changes  in  the 
general  situation  much  more  quickly  than  will  the  prices 
of  commodities.  In  studying  movements  in  the  value  of 
gold  we  may,  therefore,  expect  to  find  effects  following 
quickly  upon  causes,  much  more  quickly  than  in  the  less 
sensitive  merchandise  market.  Our  theory  has  it  that 
the  depreciation  in  the  value  of  gold  which  is  the  im- 
mediate effect  of  heavy  borrowing  will  be  followed  by  a 
train  of  consequences  (increased  commodity  imports,  de- 
creased commodity  exports,  and  so  on)  which  will  have 
as  its  own  effect  an  appreciation  in  the  value  of  gold. 
Borrowing  operations  of  intermittent  character  would, 
therefore,  be  expected  to  result  first  in  a  depreciation 
of  the  value  of  gold  and  then  in  an  appreciation.  As 
regards  continuous,  unaccelerated  borrowing,  equilib- 
rimn  of  payments  and  equilibrium  in  the  exchanges 
having  been  established  on  the  basis  of  a  certain  con- 
stant annual  value  of  loans  placed,  gold  after  its  initial 
depreciation  will  tend  (as  a  result  of  the  operation  of  the 
long-range  forces)  again  to  appreciate,  provided  that  the 
only  new  borrowing  is  that  which  is  normal  to  the  new 
equilibrium.  In  order  that  gold  should  depreciate 
fiurther  after  it  has  reached  its  level  under  the  new 
equilibrium,  the  scale  of  borrowing  must  be  increased. 
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movement  tends  to  manifest  itself  in  corresponding 
years  in  England  and  Germany. 

Consider  now  the  period  1874-78.  In  1874  the 
theoretical  expectation  of  a  relative  appreciation  in  the 
United  States  following  a  decline  in  borrowing  is  dis- 
appointed. There  is  an  absolute  appreciation,  but  this 
absolute  appreciation  is  more  than  matched  in  England 
and  Germany.  The  years  1875  and  1876  show  both  an 
absolute  appreciation  in  the  United  States  and  an  ap- 
preciation relative  to  England  and  Germany,  thus 
conforming  to  theoretical  anticipation;  for  these  years 
marked  respectively  the  cessation  of  borrowing  and  the 
beginning  of  repayment.  The  same  relative  situation 
continues  in  1877  as  between  the  United  States  and 
England  (tho  not  Germany).  This  corresponds  with  re- 
payments of  loans  on  an  increasing  scale.  A  high  appre- 
ciation in  all  three  coimtries  is  shown  in  1878,  tho  the 
movement  is  not  as  great  in  the  United  States  as  in 
the  European  countries,  evidence  that  the  long-range 
forces,  as  expected  at  this  date,  have  once  again  become 
predominant. 

Summing  up,  it  may  fairly  be  said  that  throughout  the 
period  1867-78  there  is  a  close  correspondence  between 
the  fluctuations  in  the  value  of  gold  and  the  amoimt 
of  borrowing  and  of  repaying  by  the  United  States  in  the 
European  loan  market.  The  loans  were  apparently  a 
dominating  factor  in  the  exchanges,  and  through  the 
exchanges  in  determining  the  value  of  gold.  A  major 
cycle  involving  depression  in  the  relative  value  of  gold 
from  1866  to  1873  in  the  United  States  as  compared  with 
England  and  Germany,  followed  by  a  rising  relative 
value  from  1875  to  1878  corresponds  with  a  period  of 
heavy  borrowing  from  1866  to  1873  and  a  succeeding 
period  of  dwindling  loans  and  the  beginning  of  repay- 
ments from  1874  to  1878.  This  major  cycle  is  mark^  by 
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Finally  it  will  be  noted  that  when  in  1867,  after  the 
vicissitudes  of  the  war  years  had  passed,  and  gold  had, 
so  to  speak,  found  its  level  in  the  United  States,  albeit 
for  some  years  a  depressed  level,  the  fluctuations  in  its 
value  (in  terms  of  commodities)  in  this  coimtry  were  on 
the  whole  no  greater  than  in  England,  and  that  its  value 
was  more  stable  in  Germany  than  in  either  the  United 
States  or  England.  This  latter  fact  constitutes  further 
evidence  of  the  effect  on  the  value  of  gold  of  the  lending 
operations,  for  in  these  operations  Germany  played  a 
smaU  part,  and  the  value  of  gold  in  Germany  was  there- 
fore affected  but  indirectly  in  the  course  of  Germany's 
trade  with  the  United  States  and  England;  whereas  its 
value  in  England  and  the  United  States  was  affected  by 
the  loans  directly  and  with  much  greater  force. 

So  much  with  regard  to  the  test  of  the  first  stage  in 
the  causal  sequence  laid  down  in  the  theory  —  the 
movement  in  the  value  of  gold  consequent  upon  a  dis- 
txu-bance  in  the  equilibrium  of  the  international  account 
through  the  introduction  and  withdrawal  of  large  loans. 
Let  us  now  turn  to  the  effect  of  these  loans,  operating 
presumably  through  fluctuations  in  the  value  of  gold, 
upon  the  course  of  international  merchandise  transac- 
tions. 

IV.  Fluctuations  in  the  Movement  op 

Merchandise 

Previous  to  the  Civil  War  the  normal  equilibrium  had 
been  one  in  which  merchandise  exports  (including  gold 
and  silver  coin  and  bullion)  exceeded  imports  by  an 
average  of  $20,000,000  yearly.  This  was  the  case  in 
the  six  years  previous  to  Jime  30,  1860.  In  the  six 
years  following,  the  average  was  $24,000,000  yearly  the 
other  way.  In  1867  the  excess  of  imports  mounted  to 
$60,000,000.  It  would  seem  that  this  last  effect  must 
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the  value  of  gold  in  consequence  of  these  loans  would 
lower  the  yield  on  such  commodities  as  were  dependent 
upon  the  value  of  gold,  that  is  the  exports,  and  so  would 
tend  to  restrict  them;  while  the  rise  in  the  value  of  gold 
in  Great  Britain  would  lower  the  prices  of  imports  from 
that  country  and  so  tend  to  encourage  them.  Gold  con- 
tinued to  rise  in  value  in  Great  Britain  in  1870  and  to 
fall  in  the  United  States,  and  merchandise  imports  into 
the  United  States  for  the  year  ending  June  30,  1871 
greatly  exceeded  merchandise  exports,  tho  the  export  of 
gold  from  the  United  States  was  large  enough  almost  to 
effect  a  balance.  This  export  amounted  to  nearly  $100,- 
000,000  and  is  easily  explained  by  the  relatively  hi^ 
value  of  gold  in  Great  Britain,  or,  to  put  it  in  another 
way,  its  cheapness  in  the  United  States. 

In  the  year  ending  Jime  30,  1872  merchandise  im- 
ports into  the  United  States  exceeded  merchandise 
exports  by  about  $182,000,000,  loans  continuing  mean- 
while to  be  placed  in  large  volume;  and  again  in  1873 
merchandise  imports  showed  an  excess  over  exports  of 
$120,000,000.  As  has  been  pointed  out,  the  apprecia- 
tion in  the  value  of  gold  in  the  United  States  which  oc- 
curred in  1871  and  1872  was  contrary  to  the  expectation 
of  theory.  It  is  interesting  to  note  that  the  merchandise 
movement  did  not  follow  the  vagary  in  gold.  After 
1873  the  check  on  borrowing  was  so  stringent  as  to 
constitute  a  relative,  and  about  1875,  an  absolute  cessa- 
tion; in  the  latter  year  repayments  began  to  outrun  new 
loans.  Reference  to  Table  B  will  show  an  apprecia- 
tion in  gold  in  the  United  States  in  the  years  1873-77. 
A  corresponding  cessation  of  the  excess  of  merchandise 
imports  over  exports  takes  place  at  the  same  time.  Thus 
for  the  year  ending  Jime  30, 1874,  merchandise  exports 
exceed  imports  by  $19,000,000  and  tho  in  1875  a  slight 
reversion  causes  an  excess  of  imports  of  the  same 
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V.  Prices 

A.  Price  Changes  in  the  United  States 

The  precise  object  of  the  inquiry  on  the  course  of 
prices  will  be  to  see  if  any  significant  differences  can  be 
traced  between  the  price  movements  of  commodities 
exported  by  the  United  States,  commodities  imported 
into  the  United  States,  and  commodities  both  produced 
and  consumed  in  the  United  States;  differences  between 
these  three  groups  being  considered  with  regard  to  the 
course  of  international  trade  and  an  adjustment  of 
equilibrixmi.* 

Of  the  153  available  series  of  wholesale  price  quota- 
tions by  quarters  from  1860  to  1880  many  are  for 
slightly  different  forms  of  the  same  commodity  or  for 
closely  related  commodities;  thus  there  are  three  series 
for  flfl^cseed,  five  for  starch,  etc.  Professor  Mitchell  has 
grouped  into  a  single  series  the  prices  of  all  such  closely 
related  commodities  and  has  reduced  the  153  series  to 
92.  These  92  series  have  been  here  divided  into  the 
three  classes  just  mentioned:  (a)  export  commodities, 
which  comprise  all  those  commodities  exported  by  the 
United  States  on  a  scale  sufficient  to  cause  their  price  to 
be  determined  in  a  foreign  market;  (6)  import  commod- 
ities, which  comprise  all  those  commodities  the  import 
of  which  was  great  enough  to  be  the  determining  factor 
in  their  prices;  (c)  domestic  commodities,  which  com- 
prise all  those  commodities  the  production  and  con- 
sumption of  which  was  carried  on  almost  exclusively  at 
home.  Some  of  the  commodities  for  which  price  quota- 
tions are  available,  could  not  well  be  placed  in  any  one  of 
the  three  categories.  Such  were  lumber  and  hides,  both 


6.  FScunt  for  pric«e  in  the  United  SUtes  still  have  been  obtained  from  Profc 
Mitchell**  study.    They  have  been  rearranged  for  the  purpose  of  the  present  inyesti- 
gation. 
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(2)  Gradually  rising  (paper)  prices  of  import  com- 
modities. 

(3)  Relatively  low  (paper)  prices  of  domestic  com- 
modities. 

2.  Long-range  effects. 

Period  A.   Relatively  low  prices  in  the  United  States^ 
as  compared  with  other  coimtries,  for  all  com- 
modities. 
Period  B.  Relatively  high  prices  in  the  United  States, 
as  compared  with  other  countries,  for  all  com- 
modities. 
The  transitional  price  movements  of  Period  A  — 
low  paper  prices  of  export  commodities,  gradually  fall- 
ing paper  prices  of  import  commodities  and,  as  com- 
pared with  export  and  import,  high  paper  prices  of 
domestic  commodities  —  will  in  Period  B  tend  to  be 
reversed  toward  high  paper  prices  of  export  commod- 
ities, gradually  rising  paper  prices  for  import  com- 
modities and,  as  compared  with  export  and  import,  low 
paper  prices  for  domestic  commodities. 

Owing  to  the  vicissitudes  in  the  commercial  and 
financial  situation  at  this  time,  the  long-range  effects 
can  scarcely  ever  be  expected  to  be  dominant.  They 
will  be  operative,  and  will  tend,  as  have  been  shown,  to 
neutralize  the  transitional  effects.  But  the  changes  in 
fundamental  conditions  which  occur  here  at  intervals 
of  a  few  years  only  will  make  the  transitional  effects 
conspicuous,  the  long-range  effects  not  having  time  to 
dominate  the  situation  before  a  new  disturbing  influence 
appears. 

One  word  further,  in  explanation  of  the  theoretical 
expectation  with  regard  to  the  prices  of  export  and  im- 
port commodities.  The  premimn  on  gold  having  fallen, 
the  (paper)  prices  received  for  export  commodities  im- 
mediately fall,  since  the  price  of  these  commodities  is  set 
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T^olesale  prices  of  18  export  commodities;  the  arith- 
metic mean  of  wholesale  prices  of  14  import  commod- 
ities; and  the  arithmetic  mean  of  wholesale  prices  of  42 
domestic  commodities. 

The  significant  movements  shown  in  these  figures  are 
the  following: 

(1)  From  the  first  quarter  of  1866  to  the  first  quarter 
of  1874  (inclusive)  the  average  price  of  domestic  com- 
modities is  only  twice  (October,  1866  and  April,  1870,  and 
here  the  maximum  difference  is  two  points)  lower  than 
that  of  export  commodities,  and  from  the  latter  date  to 
the  second  quarter  of  1878  they  are  never  once  higher. 
In  three  instances,  July,  1866,  April,  1867,  and  April, 
1868,  the  average  of  both  types  of  commodities  is  the 
same.  The  greatest  difference  between  the  average 
prices  of  the  two  types  is  21  points  in  October,  1872. 

(2)  From  the  first  quarter  of  1866  to  the  second  quar- 
ter of  1876  (inclusive)  the  average  price  of  domestic 
commodities  is  never  once  lower  than  the  average  price 
of  import  commodities  except  for  all  four  quarters  of  the 
year  1870;  and  from  the  second  quarter  of  1876  to  the 
concluding  quarter  of  the  period  studied,  1878,  they  are 
never  once  higher.  Note  here  how  the  prices  of  import 
commodities  follow  those  of  export  commodities  with  a 
lag.  The  response  of  import  to  export  movements  is  not 
immediate,  but  a  general  sympathy  is  evident.  Export 
commodity  prices  respond  quickly  to  the  changed  con- 
ditions after  1873,  import  commodities  slowly. 

(3)  From  the  first  quarter  of  1866  till  the  first  quarter 
of  1874  the  average  price  of  export  commodities  is  never 
higher  than  the  average  of  general  prices  (all  commod- 
ities) except  in  April,  1868,  and  for  the  first  three  quar- 
ters of  1869  (the  maximum  difference  in  any  one  of 
these  exceptional  cases  is  two  points);  and  from  the 
second  quarter  of  1874  till  the  first  quarter  of  1878  it 
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the  average  prices  of  import  commodities,  yet  there  is  a 
sharper  fall  in  the  prices  of  exports  in  these  years  than  in 
those  of  imports.  In  October,  1866,  the  prices  of  export 
and  import  commodities  respectively  were  179  and  175, 
by  October,  1867,  163  and  165,  and  by  October,  1868, 
163  and  169. 

(8)  After  the  panic  of  1873  and  the  cessation  of  bor- 
rowing export  prices  rise  rapidly  and  then  gradually  fall, 
while  import  prices  remain  fairly  constant  with  a  tend- 
ency in  1876  and  1877  to  increase. 

B.  Interpretation  of  American  Prices 

All  of  these  results  are  in  correspondence  with  the 
theoretical  expectation.  Loans,  as  has  been  pointed  out, 
were  severely  curtailed  by  the  panic  of  September,  1873. 
The  complete  shift  in  the  relations  of  export  and  import 
prices  to  those  of  domestic  commodities  took  place  al- 
most immediately,  by  April,  1874.  Previous  to  that 
date,  during  the  period  of  heavy  loans  floated  by  the 
United  States  in  Great  Britain,  export  and  import  com- 
modity prices,  were,  consistently  with  theory,  almost 
without  exception  lower  than  domestic  commodity 
prices;  after  that  date  and  the  relative  cessation  of 
borrowing,  they  were,  again  consistently  with  theory, 
almost  without  exception  relatively,  and  for  the  most 
part  absolutely,  higher.  Import  prices,  both  during  the 
period  of  large  borrowing  and  after  its  cessation,  as 
theory  would  expect,  responded  more  slowly  than  export 
prices  to  the  changes  caused  by  the  introduction  of  the 
loans  into  the  international  accoimt  and  by  their  ab- 
straction from  it. 

The  most  striking  exception  is  the  year  1870,  when 
import  price  figures  rise  above  the  prices  of  domestic 
commodities  in  all  four  quarters.  It  is  possible  that  the 
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can  prices  are  available.  But  a  series  of  priceS;*  de- 
rived from  the  Aldrich  Report  gives  quotations  for  com- 
modities, twelve  of  which  may  be  classed  as  domestic, 
twenty-six  as  import,  and  five  export.  The  last  group 
is  obviously  too  narrow  for  any  significant  inferences 
and  there  have  been  added  to  it  the  prices  of  fourteen 
other  export  commodities  derived  from  a  supplement  to 
Soetbeer's  Hamburg  prices  in  the  Aldrich  Report,  pur- 
porting to  be  the  London  prices  of  the  English  exports 
mentioned.  Prices  are  given  by  years  only. 

Taking  1873  as  the  year  of  the  shift,  and  drawing  at 
that  year  the  line  of  separation  of  Period  A  from  Period 
B,  the  theory  would  expect  the  following: 
In  Period  A  (United  States  borrowing). 
Transitional  effects. 

(1 )  High  Prices  of  Exports.  Exporters  to  the  United 
States  will  be  able  to  obtain  for  a  time  practi- 
cally the  same  paper  prices  as  before  the  dis- 
turbance of  equilibrium  and  these  translated 
into  gold,  which  has  depreciated,  will  yield  more 
than  formerly.  As  competition  develops  among 
the  exporters  these  prices  will  tend  to  drop. 

(2)  Rising  Prices  of  Imports.  The  gold  obtained  by 
American  sellers  for  their  products  when  trans- 
lated into  paper  yields  less  than  before  the  de- 
preciation of  gold,  and  unless  the  British  buyers 
can  import  from  some  other  country  the  sellers 
will  gradually  be  able  to  raise  their  prices. 

Ultimate  effect. 

A  General  Rise  in  Prices.  There  will  be  less 
goods  and  an  increased  amount  of  money  as  a 
result  of  the  shift  in  the  play  of  international  de- 
mand consequent  upon  the  change  in  price  levels. 
This  general  rise  in  prices  will  appear  as  a  relative 

8.  Pitfi  I,  pp.  248  et  Mq. 
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Prices  in  England 


Date 

Arithmetio 

avenge  of 

19  export 

eommodities 

Arithmetio 

average  of 

26  import 

oommoditieB 

Arithmetic 

average  of 

12  domestic 

eommodities 

Sauerbeck'*  i 
index  no.  all 
oommoditieB 

1866 

124 

110 

102 

106.5 

1867 

118 

106 

104 

103.9 

1868 

113 

106 

103 

103.1 

1860 

114 

105 

100 

101.9 

1870 

111 

103 

98 

100.3 

1871 

111 

103 

104 

102.6 

1872 

126 

106 

111 

112.5 

1873 

130 

103 

119 

116.6 

1874 

122 

98 

110 

107.0 

1875 

116 

91 

109 

100.3 

1876 

110 

90 

109 

97.6 

1877 

105 

94 

107 

97.4 

1878 

100 

86 

105 

91.2 

(4)   In  1870-73  general  prices  rise. 
In  Period  B  (1874-78). 

(1)  Export  prices  fall  relabivdy  to  domestic  prices 
throughout,  but  are  not  lower  absolutely  till 
1877. 

(2)  Import  prices  are  lower  than  domestic  prices 
throughout  the  period  and  show,  moreover,  a 
relative  fall  as  compared  with  the  prices  of 
domestic  commodities. 

(3)  General  prices  fall. 

These  results  are  in  close  consonance  with  the  expec- 
tation of  the  theory.  The  interpretation  of  them  is : 

Period  A.  (1)  The  high  prices  of  export  commodities 
are  in  accordance  with  the  theory  as  to  the  immediate 
effects  of  borrowing  operations,  to  which  export  com- 
modities most  quickly  respond. 

(2)  Import  prices  are  higher  than  domestic  prices  till 
1871  when  the  long-range  effects  tending  to  raise  all 

9.  Aldrich  Report,  Part  I,  p.  266. 
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Period  B  (1874-81) 


United  States  (paper  standard) 

(1)  Export  commodity  prices 
rise  relatively  to  domestic 
commodity  prices,  and  from 
April,  1874  to  April,  1878 
the  former  are  never  below 
the  latter. 


Great  Britain  (gold  standard) 

(1)  Export  conunodity  prices 
fall  relatively  to  domestic 
commodity  prices,  and  after 
1877  the  former  are  abso- 
lutely lower  than  the  latter. 


(2) 


(3) 


Import  conunodity  prices 
fall  after  1874  relatively  to 
domestic  conunodity  prices 
and  after  that  date  are 
never  higher  than  these  lat- 
ter. 

General  prices  fall. 


(2)  Import  commodity  prices 
rise  after  1874  relatively  to 
domestic  commodity  prices 
and  after  October,  1876  are 
never  lower  than  these  lat- 
ter. 

(3)  General  prices  fall.  (This  is 
contrary  to  theory  but  is 
probably  due  to  the  rapid 
appreciation  of  the  paper 
money  owing  to  the  prospect 
of  early  redemption  in  gold.) 

The  contrast  in  the  price  movements  in  the  United 
States  and  England,  the  movement  in  both  cotmtries 
being  in  confirmation  of  the  theory,  furnishes  corrobora- 
tive evidence  too  strong  to  be  accepted  as  mere  coin- 
cidence. The  price  movement  in  one  country  at  one  time 
might  be  in  correspondence  with  theory,  tho  due  to 
quite  extraneous  causes;  but  it  is  not  within  the  botmds 
of  any  probability  that  in  different  cotmtries  there 
should  be  an  opposite  tendency  in  prices  at  the  same 
time,  that  the  conditions  should  be  reversed  in  both 
cotmtries  at  the  same  time,  that  all  the  expectations  of 
theory  should  be  confirmed  under  these  conditions,  and 
the  theory  yet  be  wide  of  the  mark. 

The  opposite  tendencies  of  prices  in  the  United  States 
and  England  in  the  period  studied  would  hardly  have 
been  possible  if  both  countries  had  been  under  a  gold 
regime.  For  gold  would  then  have  moved  freely,  and 
freely  entered  the  circulation  of  both  countries,  and  the 
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ties  which  enter  into  international  trade  are  affected  first 
and  foremost,  and  the  course  of  the  trade  itself  is  con- 
trolled thereby.  This  direct  effect  upon  the  prices  of 
commodities  which  enter  into  international  trade,  with 
no  direct  effect  upon  other  commodities,  is  a  more 
efficient  regulator  of  international  trade  toward  an 
equilibrium  than  the  irregular  and  widely  distributed 
movement  of  prices  to  be  expected  with  both  cotmtries 
imder  a  gold  regime  could  possibly  be,  and  so  a  quicker 
adjustment  is  likely  to  be  reached  in  the  international 
trade  of  a  country  which  is  on  a  paper  than  in  that  of 
one  on  a  gold  basis,  assuming,  of  coiu'se,  that  no  new 
disturbing  factor  enters  the  situation. 

VI.  Wagbs 

One  further  aspect  of  the  subject  remains  to  be 
treated.  This  is  the  effect  of  the  shifts  in  prices  upon  the 
production  of  commodities.  It  is  an  essential  part  of  the 
theory  that,  tmder  the  conditions  assumed,  the  move- 
ments in  prices  in  the  paper-using  coimtry  tend  to  divert 
production  from  an  industry  producing  a  conmiodity 
for  export  to  one  producing  a  commodity  consumed  at 
home,  or  vice  versa;  that  export  industries  will  become 
relatively  improsperous  when  the  coiu'se  of  international 
trade  and  the  movement  of  the  exchanges  causes  a  de- 
preciation in  gold,  and  relatively  prosperous  when  gold 
appreciates. 

Thus  in  Period  A  (1866-74)  the  theory  would  expect 
exporting  industries  to  be  improsperous  as  compared 
with  industries  producing  commodities  for  home  con- 
sumption. A  movement  of  capital  and  labor  out  of  ex- 
port industries  will  set  in,  while  industries  producing 
commodities  for  domestic  consumption  will  receive 
accessions  of  labor  and  capital.    This  movement  will 


INTERNATIONAL  TRADE  267 

given  in  Mitchell's  Gold,  Wages,  and  Prices.  Pro- 
fessor Mitchell  drew  on  two  sources  for  these  data:  (1) 
the  compilation  of  the  Bureau  of  Labor  for  the  Senate 
Committee  which  prepared  the  Aldrich  Report  in  1892, 
and  (2)  the  compilation  made  between  1880  and  1882  by 
Mr.  Joseph  D.  Weeks  for  the  Tenth  Census.  These 
sources,  treated  separately  by  Professor  Mitchell,  may 
be  made  to  supplement  one  another  for  the  present 
purpose.  The  Aldrich  Report  gives  wage  data  in 
twenty-one  industries,  but  of  these,  twelve  industries 
are  so  meagerly  represented  that  Professor  Mitchell  re- 
giu'ds  the  data  as  too  scanty  to  promise  significant 
results.  From  the  Aldrich  Report  statistics  the  present 
study  takes  into  consideration  only  eight  industries, 
omitting,  in  addition  to  Professor  Mitchell's  twelve, 
that  of  cotton  ginghams,  which  seemed  to  o£fer  nothing 
very  diflferent  from  cotton  textiles  at  large.  The  Weeks 
Report  covers  thirty  industries  in  all,  in  nine  of  which 
there  are  sufficient  data  to  give  significant  figures  of  rela- 
tive wages.  Two  of  these,  cotton  textiles  and  woolen 
textiles,  correspond  to  industries  also  covered  by  the 
statistics  given  in  the  Aldrich  Report,  the  other  eight- 
being  represented  in  that  report  either  inadequately  or 
not  at  all.  Of  the  two  wage  series  which  occur  in  both 
reports  those  of  the  Weeks  Report  have  been  preferred 
since  they  are  based  on  much  more  comprehensive  data. 
There  are  then  six  industries  represented  from  the  Aid- 
rich  Report  and  nine  from  the  Weeks  Report,  fifteen 
in  all,  as  follows:  Building  Trades,  Carriages,  City 
Public  Works,  Cotton  Textiles,  Furniture,  Glass,  Illu- 
minating Gas,  Metals,  Paper,  Pottery,  Railroads,  Saw- 
mills, Stone,  Tanneries,  and  Woolen  Textiles. 
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The  appended  chart  shows  clearly  the  difference  of 
movement  in  the  two  classes. 

^^^B  Cli&u  A.    Wftcca  in  induitHfli  pnxhimnc  without  f<ufli(D  oompfltilion  foi  the 

hmM  mukM.    Aiithisetlo  ■mug*. 
....  -  Claia  B-    Wkaea  in  indusUies  prDdiuonc  for  forflis^  mtrket,  or  •ubjeet  to 

forafn  oompetition  in  the  hune  nurket.     Aritfanutio  «*«n|(fl. 


We  may  note:  (1)  in  the  period  1866-73  wages  are 
consistently  higher  in  Class  A  industries  than  in  Class 
B,  and  they  rise  from  an  average  of  165  in  1866  to  183  in 
1872,  or  a  maximimi  spread  of  18  points.  Wages  also 
rise  in  Class  B  industries,  but  very  slightly,  the  maxi- 
mum spread  being  only  4  points  from  a  minimimi  of  150 
in  1866  to  a  maximimi  of  154  in  1872.  This  indicates  for 
this  period  a  high  and  an  increasing  degree  of  prosperity 
in  Class  A  industries  as  compared  with  industries  in 
Class  B,  and  is  therefore  in  conformity  with  the  expec- 
tation of  theory. 

(2)  In  the  period  1874-73  wages  fall  in  both  Class  A 
and  Class  B  industries,  but  the  relative  decline  in  Class 
A  is  much  greater  than  in  Class  B;  the  fall  in  Class  A  is 
from  182  at  the  end  of  1873  to  142  at  the  end  of  1878,  or 
40  points,  while  in  Class  B  it  is  from  153  to  137,  or  16 
points,  indicating  a  relative  prosperity  in  Class  B 
industries. 

Contrasting  Class  A  with  Class  B  industries,  the  ex- 
cess in  the  wage  level  in  Class  A  industries  year  by  year 
is  as  follows: 
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dieted,  the  contrast  between  prices  in  England  and  the 
United  States  being  specially  noteworthy. 

Further  confirmation  was  given  by  the  results  of  the 
inquiry  into  wages.  These  were  high  m  those  mdustries 
which  the  theory  would  expect  to  be  prosperous,  and 
low  in  those  which  it  would  expect  to  find  in  an  adverse 
situation.  On  the  whole  the  theory  receives  substantial 
verification. 

F.  D.  Graham. 

PRINCVrON,  N.J. 
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With  the  idea  of  establishing  a  collection  system  of 
this  type,  the  federal  reserve  banks  demanded  that 
every  check  sent  by  them  to  drawee  banks  be  settled  for 
at  face  value,  the  customary  charge  for  remittance  — 
''exchange "  —  being  eliminated.  However,  as  a  bank's 
obligation  is  to  pay  demand  orders  on  itself  only  over  its 
own  counter  the  question  which  the  opposition  brought 
before  the  Supreme  Coiuli  was :  Has  a  federal  reserve 
bank  the  legal  right  to  compel  par  payment  of  a  check 
in  another  city? 

The  collection  problem  has  long  been  troublesome  to 
all  concerned  —  the  customer  of  a  bank  wanting  par 
credit  on  all  checks  which  he  deposits,  the  banker  in 
turn  himself  desiring  the  same  from  correspondents. 
As  there  is  definitely  a  cost  to  be  met  in  handling  checks 
due  to  the  loss  of  interest  while  tmcollected  as  well  as  to 
expenses  incurred  in  obtaining  remittance,  someone  has 
to  meet  the  bill.  In  some  cases  it  has  been  the  banker, 
in  others  the  customer. 

When  immediate  credit  is  given  on  an  uncollected 
check,  no  exchange  being  charged,  a  loan  without  in- 
terest is  made  by  the  bank  to  the  customer.  In  order  to 
offset  the  cost  thus  incurred  it  became  customary  among 
banks  to  open  correspondent  accoimts  with  each  other 
imder  arrangements  whereby  par  collection  of  checks 
could  be  obtained  in  return  for  the  leaving  of  substantial 
balances.  Since  the  larger  city  banks  were  especially 
fitted  for  the  handling  of  such  accoimts  they  took  over 
the  problem  of  obtaining  remittance  on  the  checks  of 
country  banks. 

However,  in  paying  checks  drawn  upon  themselves 
the  latter  were  inclined  to  deduct  a  charge  varying  from 
one-tenth  of  one  per  cent  to  one-half  of  one  per  cent  for 
the  service  of  remitting.   City  banks  were  not  usually 
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December,  1914  in  two  districts,  St.  Louis  and  Kansas 
City,  with  a  system  of  enforced  par  clearing;  the  Board 
having  concluded  it  inexpedient  to  force  an  imdesired 
measure  upon  all  member  banks  at  the  same  time.  The 
experiment  imder  trial  made  a  federal  reserve  bank  a 
clearing  center  for  its  district,  immediately  charging  the 
account  of  a  bank  at  par  for  checks  drawn  upon  it,  and 
crediting  it  at  par  for  remittances.^ 

Much  dissension  arose  under  this  system  due  to  its 
compulsory  nature,  so  that  on  Jtme  15, 1915  it  gave  way 
to  a  volimtary  plan  of  the  same  type;^  the  Federal  Re- 
serve Board  believing  that  a  more  favorable  attitude 
would  be  attained  if  the  pressure  of  participants  alone 
forced  reluctant  banks  to  cooperate.  Member  banks, 
however,  did  not  respond  with  the  alacrity  that  was 
desired,  only  25  per  cent  having  joined  in  the  first 
month.  Ck)nsequently  the  federal  reserve  banks  were 
in  doubt  as  to  the  best  method  of  proced\u*e ;  the  ma- 
jority  thought  a  mandatory  system  necessary. 

A  committee  of  federal  reserve  agents,  formed  to 
consider  the  subject  of  collections,  came  to  the  con- 
clusion in  October,  1915  that  the  problem  was  one  of 
reserves  rather  than  of  transit  facilities,  recognizing 
that  little  could  be  done  in  the  establishment  of  a  collec- 
tion system  tmtil  the  reserves  had  been  transferred  to 
federal  reserve  banks  from  reserve  agents,  thus  ending 
the  tangle  of  reciprocal  collection  arrangements.  In 
June,  1916,  as  a  result  of  the  findings  of  the  Committee, 
a  plan  was  adopted,  effective  July  15,  1916.  In  general 
the  provisions  then  outlined  are  still  in  effect  and  form 
the  center  of  the  present  controversy. 

4.  No  eharge  was  made  by  the  federal  reeerve  banka  for  their  eerrioea. 


5.  Thia  waa  adopted  in  all  diatriota  ezoei»t  Kanaaa  City,  where  the  oomiralaory  ayatam 
atiU  preraUed. 
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curtailment  of  their  exchange  profit  as  ''slow  educa- 
tion" —  the  term  employed  by  federal  reserve  officials. 

So  it  was  that  federal  reserve  banks  employed  in- 
stitutions and  individuals  as  means  of  forcing  par  pay- 
ment. Most  important  as  collection  agencies  were  banks 
and  express  companies,  altho  the  services  of  both  were 
rendered  incomplete  since  they  did  not  have  offices  in 
every  city  or  town  where  a  non-par  remitting  bank  was 
located.  However  the  use  of  banks  had  the  added  ad- 
vantage of  being  both  inexpensive  to  the  federal  re- 
serve bank  and  serviceable  to  the  agent  bank;  the  latter 
being  able  to  obtain  the  usage  of  the  proceeds  of  checks 
during  the  time  elapsing  between  par  payment,  ob- 
tained over  the  counter  of  the  non-member,  and  the 
charging  of  the  draft  in  settlement  against  the  reserve 
city  account  of  the  agent  bank.  But  the  final  and  sup- 
posedly clinching  method  of  pressure  was  direct  presen- 
tation by  traveling  agents  hired  by  a  federal  reserve 
bank,  payment  to  be  accepted  in  currency  only.  The 
expense  involved  in  such  presentation,  however,  ren- 
dered it  expedient  only  when  others  failed  or  were  im- 
possible of  application.  The  call  for  cash  over  the 
counter  of  a  bank  made  it  exceedingly  difficult  to  keep 
an  adequate  amount  on  hand  to  meet  all  the  demand 
obligations  that  the  federal  reserve  bank  might  tender, 
especially  if  several  days  elapsed  between  days  of  pres- 
entation. The  earlier  method  of  payment  had  been  by 
exchange  on  a  reserve  city  resulting  in  the  keeping  of  a 
considerable  balance  with  reserve  agents.  This  balance, 
however,  was  not  available  to  meet  a  current  demand  for 
cash.  Consequently,  an  objecting  non-member  would 
have  to  withdraw  cash  in  order  to  protect  itself  from 
embarrassment,  thus  foregoing  interest  that  would  have 
been  received  on  a  reserve  city  account. 

One  by  one  the  non-members  gave  in,  preferring  to 
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and  federal  reserve  banks  was  brought  to  bear  against 
this  amendment.  Even  President  Wilson  wrote  asking 
that  this  section  be  removed  from  the  bill. 

Consequently  the  committee/  despite  the  instructions 
to  include  the  Hardwick  Amendment  in  the  Conference 
Bill,  amended  it  to  read:  ''That  nothing  in  this  or  any 
other  section  of  the  Act  shall  be  construed  as  prohibit- 
ing a  member  or  non-member  bank  from  making  rea- 
sonable charges,  to  he  determined  and  regulated  by  the 
Federal  Reserve  Board,  but  in  no  case  to  exceed  ten  cents 
per  $100  or  fraction  thereof,  based  upon  the  total  of 
checks  and  drafts  presented  at  any  one  time,  for  collec- 
tion or  payment  of  checks  and  remission  therefor  by 
exchange  or  otherwise;  but  no  such  charges  shall  be  made 
against  the  federal  reserve  banks  J' 

This  report  coming  before  the  Senate  met  with  imme- 
diate opposition,  Senator  Hardwick  insisting  that  the 
substance  of  the  section  had  been  completely  altered. 
Senator  Owen,  however,  speaking  for  the  committee, 
claimed  that  the  measure  could  in  no  way  affect  the 
actions  of  non-member  banks,  who  were  the  chief  objec- 
tors to  the  passing  of  the  conference  bill.  The  result  was 
that  the  Senate  acted  favorably  upon  the  Report  and  on 
June  14th  it  came  before  the  House.  There  again  the 
committee  received  severe  criticism  for  adding  words  to 
nullify  the  Hardwick  Amendment,  agreed  upon  by  both 
the  House  and  the  Senate.  The  measure  was  however 
passed,  the  President  signing  it  on  June  21st. 

From  that  date,  the  federal  reserve  banks  began, 
even  more  extensively,  the  move  to  establish  a  "uni- 
versal par  collection  list " :  one  that  would  include  both 
member  and  non-member  banks.  Failing  to  accept  the 
interpretation  of  Congress  on  the  Hardwick  Amend- 

7.  It  is  interesting  to  note  that  five  out  of  the  six  membeis  of  the  Gonferenoe  Com- 
mittee had  previously  gone  on  record  in  opposition  to  exchange  charges. 
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banks  remitting  at  par  underwent  a  steady  increase 
until  in  January,  1921  over  91  per  cent  were  on  the  "par 
litsf ;  the  remainder  being  small  unaflKliated  state  banks 
in  the  South,  where  the  federal  reserve  banks  were 
only  just  beginning  their  ''educational  process/' 

But  this  result  was  not  amicably  attained.  Bankers' 
associations  were  ever  willing  to  condemn  the  federal 
reserve  action,  altho  few  cared  to  carry  the  protest  into 
court.  As  the  reserve  banks  started  their  program  in  the 
South,  opposition  took  the  definite  forms  of:  (a)  an  at- 
tempt by  legal  process  to  restrain  the  federal  reserve 
banks  from  collecting  at  par,  (6)  the  influencing  of 
state  legislatures  to  pass  laws  upholding  exchange 
charges  on  remittances,  (c)  the  attempt  to  obtain  a 
change  in  the  national  statutes,  definitely  legalizing 
exchange,  (d)  the  bringing  of  pressure  to  bear  on  the 
Federal  Reserve  Board  and  banks  to  obtain  a  reversal 
of  their  policy. 

The  legal  battle  came  as  a  result  of  the  ill-fated  cam- 
paign of  the  Federal  Reserve  Bank  of  Atlanta  to  enforce 
par  remittance.  Governor  Wellborn  of  this  reserve 
bank  had  in  December,  1919  set  out  to  put  all  non- 
member  banks  in  the  Atlanta  District  on  the  ''par  list," 
a  step  already  accomplished  in  the  majority  of  the  dis- 
tricts. Unfortunately  for  the  reserve  bank  there  was 
included  in  his  letter  to  non-members  asking  for  par 
remittance  the  statement  that  he  "would  very  much 
regret  to  adopt  other  methods  of  collection  that  would 
prove  embarrassing,  annoying,  and  expensive  "  to  banks 
not  codperating.  In  response,  a  number  of  banks 
headed  by  the  American  Bank  and  Trust  Company 
filed  a  bill  in  equity  in  the  Fulton  County  Court  of 
Georgia  "denying  the  right  of  the  Reserve  Bank  to  as- 
sume jurisdiction  over  them  and  coerce  their  action." 
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court  holding  that  if  the  plaintiffs  could  establish  the 
purpose  of  the  Reserve  Bank  to  be  to  break  down  the 
business  of  the  former  as  now  conducted,  a  permanent 
restraining  order  should  be  granted.  On  this  question  of 
fact  the  case  is  now  in  the  Northern  District  Court  of 
Georgia  where  doubtless  the  plaintiffs  will  be  successful, 
as  they  have  the  written  statement  of  the  Governor  of 
the  Federal  Reserve  Bank  of  Atlanta  that  failure  to  co- 
operate with  the  federal  reserve  system  would  cause 
annoyance,  embarrassment  and  expense. 

Destined  probably  to  less  success  than  litigation  is 
the  effort  to  obtain  effective  authorization  of  exchange 
charges  by  state  legislatures.  The  difficulty  is  not  that 
state  legislatures  are  unwilling  to  pass  bills  to  secure  this 
end,  but  that  the  laws  enacted  are  either  discriminatory 
as  between  persons,  or  attempt  to  make  checks  legal 
tender  for  some  purposes,  resulting  in  unconstitu- 
tionality. Within  thirteen  months,  laws  for  the  purpose 
of  allowing  exchange  charges  went  into  effect  in  eight 
states:  Mississippi,  Louisiana,  South  Dakota,  Georgia, 
Alabama,  North  Carolina,  Tennessee,  and  Florida.  A 
test  case  is  now  before  the  Superior  Court  of  Union 
County,  North  Carolina,  where  a  decision  will  be 
handed  down  on  the  constitutionality  of  the  North 
Carolina  law.  Altho  any  verdict  on  the  Georgia  case 
will  not  settle  the  point  at  issue  in  the  North  Carolina 
dispute,  it  will  doubtless  be  true  that  if  a  final  judgment 
is  given  on  the  former  favorable  to  the  non-member 
bankers,  proceedings  will  stop  in  North  Carolina. 

Foremost  among  those  urging  the  continuation  of 
exchange  charges  is  the  National  and  State  Bankers' 
Protective  Association,  formed  in  February,  1920  to 
unify  the  action  of  those  opposing  par  remittance. 
Largely  through  their  efforts  the  exchange  laws  of  the 
various  states  were  passed  and  pressure  brought  to  bear 
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period  of  formation.  There  are,  however,  possibilities  in 
the  present  situation.  If  the  Federal  Reserve  Board  is 
able  and  willing  to  modify  its  collection  program. to  act 
in  the  capacity  of  a  unified  agency,  coUecting  under  an 
arrangement  agreeable  to  most  banks,  much  benefit  will 
inure  to  banks  and  to  commerce. 

Such  a  plan  might  provide  that:  (a)  it  be  entered 
into  by  all  member  or  non-member  banks  desiring  affilia- 
tion; (6)  each  bank  be  permitted  to  deduct  an  agreed  per 
cent  (i.  e.,  one-eighth  of  one  per  cent)  from  all  remit- 
tance letters  for  exchange,  nothing  to  be  allowed  as  at 
present  for  postage  or  express  on  remittances;^  (c)  federal 
reserve  banks  accept  checks  on  deposit  in  either  of  two 
ways:  (1)  for  credit  to  the  amount  of  the  face  of  the 
check,  this  to  be  deferred  for  the  average  period  neces- 
sary to  secure  remittance,  (2)  for  immediate  credit, 
exchange  to  be  charged  based  on  the  amount  of  the 
check  and  the  number  of  dajrs  necessary  for  collection; 
(d)  the  federal  reserve  banks  assess  a  service  charge 
against  each  bank  collecting  through  the  system,  based 
upon  the  total  of  checks  sent  each  month  to  the  reserve 
banks,  covering  costs  incurred  in  collection,  including 
adequate  compensation  for  the  services  of  the  reserve 
banks. 

The  more  obvious  advantages  of  this  arrangement  lie 
in  the  decreasing  through  quick  collection  of  the  large 
uncollected  funds  accounts  —  the  float  —  and  in  the 
forming  of  centers  where  checks  may  be  discounted  for 
immediate  credit.  Equally  important,  however,  is  the 
bringing  together  of  member  and  non-member  banks  on 
a  cooperative  rather  than  a  compulsory  basis  of  "slow 

4.  It  micbt  well  be  urged  that  if  »  uniform  rate  were  fixed,  applicable  to  all  banki, 
injuctioe  would  be  worked  on  thoee  at  a  distance  from  a  reeerre  city.  Perhaps  a  eenrioe 
eharge  varying  with  the  location  of  a  bank  would  be  the  remedy.  For  other  tuggestiona 
•ee  letter  of  the  Committee  of  Five  of  the  American  Bankers  Assn.  to  the  Federal 
Reserve  Board,  March  12,  1918. 


ENFORCED  PAR  REMITTANCE  289 

should  be  made  the  subject  of  a  comprehensive  regula- 
tion, but  this  does  not  deny  its  justice. 

Indeed  both  bankers  and  the  public  join  in  the  bene- 
fits which  would  accrue  from  a  unified  collection  system. 
Such  a  system  may  be  obtained,  if  at  all,  by  the  coopera- 
tive effort  of  bankers  under  a  plan  which  would  not 
compel  the  performance  of  the  remittance  service  at  a 
loss,  as  did  the  par  remittance  program. 

Colston  E.  Warnb. 

UmVSBSITT  OF  PnTSBUBQE. 


1 


THB  KENT  OF  MINERAL  LANDS  291 

land.  Another  group,  including  chiefly  the  mineral 
owners  of  England,  maintains  that  they  are  not  rent  at 
all  but  a  consideration  for  the  mineral  removed  from  the 
deposit.  Still  another  group,  represented  by  Professor 
Marshall,  maintains  that  mine  royalties  are  both  rent 
and  compensation  for  the  mineral. 

Ricardo  did  not  hestitate  to  extend  his  doctrine  of 
rent  to  all  classes  of  land,  yet  he  understood  the  modifi- 
cations that  must  be  made  before  it  could  be  applied  to 
mineral  lands.  His  two  chapters  on  rent  in  the  Prin^ 
cipUs  should  be  studied  together.  In  Chapter  II  he 
stated  that  'Hhe  compensation  ^ven  for  the  mine  or 
quarry  is  paid  for  the  value  of  the  coal  or  stone  which 
can  be  removed  from  them  and  has  no  connection 
with  the  original  and  indestructible  powers.''  ^  Yet  in 
Chapter  III  he  said  that  ''there  are  mines  of  various 
qualities,  affording  very  different  results,  with  equal 
quantities  of  labor.  .  .  .  The  return  for  capital  from 
the  poorest  mine  paying  no  rent,  would  regulate  the 
rent  of  all  the  other  productive  mines.  This  mine  is 
supposed  to  yield  the  usual  profits  of  stock.  All  that 
the  other  mines  produce  more  than  this,  will  necessarily 
be  paid  to  the  owners  for  rent."  * 

The  apparent  inconsistency  may  be  easily  explained. 
In  Chapter. Ill,  which  is  entitled  ''The  Rent  of  Mines,'' 
Ricardo  was  concerned  only  with  the  retmn  on  mines 
due  to  their  original  and  indestructible  qualities.  He 
was  assuming  (tho  he  failed  to  make  clear  the  assmnp- 
tion)  that  the  compensation  paid  for  the  mineral  re- 
moved, mentioned  in  Chapter  II,  had  already  been 
deducted.  Ricardo  imdoubtedly  believed  that  mine 
royalties  had  a  dual  character  —  that  they  were  partly 
a  payment  for  minerals  removed  and  partly  a  differen- 


1.  BkMtlo.PriBdgil«olPolWealBMM«]r(Gonv«dtltahp.tf. 
X  DM.,  p.  92. 
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the  excess  of  their  income  over  their  direct  outgoings 
has  to  be  regarded,  in  part  at  least,  as  the  price  got  by 
the  sale  of  stored  up  goods  —  stored  up  by  nature  in- 
deed, but  now  treated  as  private  property."  * 

I  agree  with  Professor  Taussig  that  there  is  probably 
no  surplus  from  mines  in  new  lands.  The  large  profits 
no  more  than  offset  the  risks  and  dangers  of  exploration 
and  the  many  losses  that  occur.  It  is  a  generally  ac- 
cepted belief  that  the  total  expended  in  the  search  for 
gold  far  exceeds  the  product  from  gold  mining.  But 
this  sort  of  situation  is  not  peculiar  to  mines.  The  same 
statement  is  probably  equally  true  of  agriculttual  land 
in  a  newly  settled  country.  Diuing  the  last  centxuy  mil- 
lions of  acres  of  land  were  given  away  by  the  United 
States  government  in  Nebraska,  Kansas,  and  other 
middle  western  and  western  states,  or  the  land  was  sold 
at  a  few  cents  an  acre.  During  the  lifetime  of  the 
original  settlers  that  land  sold  for  $50  an  acre  or  even 
more.  But  how  much  of  that  increase  in  value  was  sur- 
plus or  imeamed  increment  and  how  much  of  it  was 
necessary  to  compensate  the  homesteaders  for  the  risks 
imd  dangers  of  pioneering?  How  much  of  it  was  neces- 
sary to  offset  the  losses  in  re^ons  where  the  increase  in 
land  values  did  not  occur?  It  is  estimated  that  in  one 
period  of  drought  a  quarter  of  a  million  of  people  were 
driven  out  of  western  Kansas  alone. 

The  Ricardian  rule  of  rent  cannot  be  appUed  without 
qualifications  to  either  agricultural  or  mineral  land  in  a 
new  country.  In  its  unqualified  form  it  fits  conditions 
in  a  settled  coimtry  such  as  England  and  in  formulating 
the  doctrine  Ricardo  had  the  farm  lands  of  Elngland  in 
mind.  After  the  simple  statement  of  the  rule  is  under- 
stood it  may  then  be  extended  to  other  lands  where  the 
land  question  is  more  complicated  than  in  England.  To 

6.  Bianball.  Prindplet  ci  Eoonomki,  p.  438. 
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returned  at  the  expiration  of  the  lease  in  as  good  con- 
dition as  when  first  rented.  There  should  be  no  de- 
terioration in  fertility.  Careful  farming  may  even 
improve  the  land  and  a  wise  farmer  will  prefer  to  allow 
his  land  to  be  worked,  imder  best  farming  methods, 
rent  free  rather  than  allow  it  to  lie  idle.  The  situation  is 
not  the  same  for  mineral  land.  Its  yield  is  drawn  from  a 
store  that  cannot  be  replenished.  The  coal  removed 
from  the  seam  cannot  be  replaced  either  for  this  genera- 
tion or  for  a  later  one.  Every  ton  extracted  decreases 
the  stored  up  treasure  by  that  much  and  the  deposit  is 
certainly  less  valuable  than  before  the  coal  was  removed. 
The  mine  that  has  been  worked  cannot  be  returned  to 
the  owner  imchanged  at  the  end  of  the  lease. 

It  is  true  that  there  are  coal  deposits  so  situated  or 
with  seams  lying  at  such  great  depths  that  no  one  will 
pay  a  royalty  on  them.  Perhaps  they  can  be  worked 
profitably  if  no  royalty  is  paid,  and  the  owner  may  work 
them  himself,  but  he  will  not  permit  anyone  else  to 
work  them  without  some  compensation.  He  gains 
nothing;  he  loses  an  asset  that  may  bring  in  an  income 
for  himself  or  his  heirs  with  a  change  in  market  condi- 
tions. Not  only  would  there  be  the  exhaustion  of  a 
store  that  might  some  day  prove  valuable,  but  the  open- 
ing of  a  mine  does  not  improve  what  the  Scotch  call  the 
amenities  of  the  neighborhood.  The  owner  of  the  sur- 
face may  be  compensated  for  the  damage  done  to  that 
surface  through  subsidence,  but  there  can  be  no  com- 
pensation for  the  marring  of  the  beauty  of  the  locality 
with  an  ugly  mine  mouth,  a  black  coal  tipple,  or  a  dump 
heap.  As  a  witness  before  the  British  Coal  Industries 
Commission  aptly  expressed  it:  ''A  colliery  chimney  is 
not  an  attraction  to  an  estate;  it  may  be  as  tall  as  Nel- 
son's Monument,  but  it  behaves  somewhat  differently."* 

6.  Coal  Industriw  Commiaiion  Report  (1010),  yoI.  i.  p.  316. 
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moved  and  nothing  more.  They  do  not  agree  with 
Ricardo,  or  Marshall,  or  Taussig  in  the  application  of 
Hie  Ricardian  rent  doctrine.  They  fail  to  take  into 
consideration  the  ''special  natural  advantages"  men- 
tioned by  Dr.  Raymond.  They  state,  for  example,  that 
''in  all  cases  the  colliery  proprietor  (if  not  himself  the 
owner  of  the  coal)  pays  a  royalty,  i.  e.,  a  purchase  price 
for  unsevered  coal,"  •  or  that  "a  royalty  is  payment  of 
purchase  of  coal,"  ^  or  again  that  "this  royalty,  or  sum, 
is  often  referred  to  as  rent,  but  is  in  fact  a  payment  out 
and  out  for  the  coal  worked  which  disappears  from  the 
mine."  '  Such  a  position  is  difficult  to  defend.  If  mine 
royalties  are  solely  a  payment  for  the  mineral  obtained 
from  the  mines  how  can  the  differences  in  the  royalties 
paid  on  mines  in  the  same  neighborhood  —  even  sit- 
uated side  by  side  —  producing  coal  of  exactly  the  same 
quality  be  accounted  for?  or  the  fact  that  mines  in  dif- 
ferent parts  of  the  coimtry  command  different  royalties? 
Only  by  the  Ricardian  doctrine  can  these  differences  be 
explained. 

II 

Mine  royalties  may  differ  because  of  a  difference  in 
the  quality  of  the  coal.  In  the  United  States  royalties  as 
high  as  50  cents  per  ton  are  paid  on  anthracite  coal  and 
10  cents  or  less  on  some  grades  of  bitmninous.  But  this 
difference  does  not  necessarily  represent  any  surplus. 
It  may  be  due  to  a  difference  in  the  marginal  royalty. 
The  two  grades  of  coal  have  different  values.  They 
bring  different  prices  in  the  market.  The  owner  of  the 
anthracite   deposit   will  demand   a   higher  marginal 

0.  British  Coal  Industries  Commission  Report  (1010),  vol.  i«  p.  300;  testimony  of 
Heniy  Louis,  Professor  <d  Mining,  Universi^  of  Durham. 

1.  Ibid. 

2.  Ibid.,  p.  312,  testimony  of  R.  F.  Pawsey,  secretary  of  Mineral  Owners  Aasoeiation 
4d  Great  Britain. 
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near  industrial  or  shipping  centers  command  higher 
royalties  than  those  more  distantly  located.  In  the 
islands  north  of  Alaska  there  are  large  deposits  of  coal 
but  they  are  so  far  removed  from  market  that  not  only 
do  they  pay  no  royalties  but  they  are  still  imtouched  by 
the  hand  of  man.  In  West  Virginia  within  200  miles  of 
Fairmont  there  are  large  areas  of  coal  land,  owned  by 
the  Baltimore  and  Ohio  Railroad,  situated  so  far  from  a 
railroad  that  they  are  still  undeveloped.  The  United 
States  Geological  Survey  in  its  classification  and  valua- 
tion of  government  coal  lands  places  on  lands  more  than 
IS  miles  from  a  completed  railroad  a  value  one-half  of 
the  amount  which  would  be  fixed  if  they  were  less  than 
15  miles  from  a  railroad.^ 

Two  mines  situated  side  by  side  and  producing  the 
same  grade  of  coal  may  command  different  royalties 
because  of  differences  in  intrinsic  factors.  Their  seams 
may  lie  at  different  depths  or  angles.  The  seams  of  one 
may  be  thicker  or  contain  less  slate  than  the  seams  of  the 
other,  or  they  may  be  less  faulted  or  broken.  The  ma- 
terial of  the  roof  of  one  mine  may  be  stronger  making 
necessary  less  timbering.  To  describe  all  these  points 
of  superiority  that  one  mine  may  have  over  another  a 
term  ordinarily  applied  to  agricultural  land  may  be 
used :  one  mine  is  more  fertile  than  the  other.  Because 
of  its  greater  fertility  a  smaller  quantity  of  labor  and 
capital  is  required  to  extract  a  ton  of  coal.  The  owner  of 
the  more  fertile  mine  can  demand  a  higher  royalty  than 
the  owner  of  the  less  fertile  mine  just  as  the  owner  of  the 
more  fertile  farm  demands  a  higher  rent  than  the  owner 
of  the  less  fertile  farm.  In  Kentucky  the  usual  royalty 
on  coal  from  seams  3  to  4  feet  thick  is  8  cents  per  ton, 
from  seams  4  to  5  feet  thick,  10  cents,  and  from  seams  5 

4.  Bulletin  424,  U.  8.  Qeolocioal  Sunrty  (1010),  p.  41. 
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and  in  columns  2  and  3  the  cost  of  working  such  a  seam 
is  unity  or  1.00.  The  costs  of  working  the  thinner  seams 
is  expressed  in  terms  of  the  cost  of  the  thicker  seam.  A 
seam  of  anthracite  2  feet  thick  costs  3.36  times  as  much 
to  work  as  a  seam  10  feet  thick.  Column  4  is  an  approxi- 
mate combination  of  the  average  cost  of  working  an- 
thracite and  bitmninous  coal.  Colunm  5  shows  the 
relative  value  of  the  seams  and  is  obtained  by  inverting 
the  cost  of  extraction,  or  in  other  words  by  dividing  1.00 
by  the  figures  in  column  4.  A  seam  5  feet  thick  has  a 
value  75  per  cent  of  the  value  of  a  seam  10  feet  thick^ 
and  a  seam  2  feet  thick  is  valued  at  only  33  per  cent 
of  the  value  of  the  10-foot  seam. 

The  Ricardian  theory  of  rent  involves  the  concept  of 
no-rent  land,  or  land  that  produces  only  enough  to  pay 
the  costs  of  production.  Similarly  there  must  be  a  no- 
rent  mine  or  a  marginal  mine.  Economists  have  been 
misled  in  their  efforts  to  find  that  no-rent  mine.  They 
have  perceived  that  all  mines,  even  the  poorest,  yield 
some  royalty,  but  they  have  not  imderstood  that  the 
royalty  on  the  poorest  mine  is  not  economic  rent  but 
compensation  for  the  mineral  removed.  The  mines  pay- 
ing such  royalty  are  the  no-rent  mines.  They  are  the 
marginal  mines. 

England's  position  as  a  manufacturing  and  commer- 
cial nation  may  be  said  to  rest  upon  a  foimdation  of 
coal  and  iron,  and  the  English  have  always  shown  a  keen 
interest  in  their  deposits  of  those  two  important  min- 
erals, especially  since  Jevons  in  his  book  on  The  Coal 
Question  pointed  out  that  the  deposits  were  not  inex- 
haustible. Some  thirty  years  ago  a  royal  conunission 
was  appointed  to  investigate  the  effect  of  royalties  upon 
the  mining  industry.  In  their  volmninous  report  are 
many  bits  of  evidence  that  prove  the  correctness  of  the 
present  analysis  of  mine  royalties.  In  more  recent  years 
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that  mines  more  than  275  meters  deep  or  with  seams 
less  than  f  meters  thick  cannot  be  worked  profitably,  the 
mines  at  those  limits  are  the  mar^nal  mines  and  the 
marginal  royalty  is  -j^  of  the  yield  as  shown  by  Group 
Vly  colmnn  C  of  the  table.  A  mine  75  meters  deep  and 
with  seams  2|  meters  thick  would  command  a  royalty 
of  i  of  the  yield.  The  marginal  royalty  would  be  ^ 
of  the  yield,  the  remainder  —  |  minus  -^  or  /j  of  the 
yield  —  would  be  economic  rent.  The  French  law  of 
1810  may  not  express  the  true  differential  between  the 
various  grades  of  mines  but  it  does  recognize  that  such 
a  differential  exists  and  that  even  the  poorest  mine 
worked  pays  some  royalty.  The  marginal  royalty,  pro- 
vided for  under  the  French  law,  must  not  be  confused 
with  payment  for  damage  to  the  surface  which  is  covered 
by  an  entirely  different  provision. 


FiouBB  1.    Area  reprasentod  «  3000-9000  Aona. 

Figure  1  is  a  diagram  of  the  various  small  holdings  in 
a  coal  field  attached  to  a  large  colliery  in  Durham,  Eng- 
land. Each  of  the  plots  has  a  different  owner;  all  are 
leased  to  the  operator  of  the  colliery.  The  shafts  for  the 
field  are  located  in  plot  A  and  all  the  coal  leaves  the 
ground  there.  Wayleave  charges  and  easement  rents 
must  be  paid  to  the  owners  of  the  plots  through  which 
coal  is  carried  on  its  way  to  the  shaft  and  a  shaft  rent 
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ferent  years  —  A  in  1847  and  D  in  1864.  It  will  also  be 
noted  in  the  fifth  column  of  the  table  that  after  the  ease- 
ment and  other  charges  have  been  added  to  the  royalties 
the  total  charge  per  ton  for  all  holdings  is  practically  the 
same.  Inconsistencies  are  probably  due  to  the  making 
of  the  leases  in  different  years. 

In  the  diagram  Mine  K  appears  to  have  the  least 
favored  situation  as  it  is  located  farthest  from  A  and 
coal  must  cross  G,  H,  C,  and  A  to  reach  the  shaft.  The 
table  shows  that  K  receives  a  royalty  lower  than  the 
royalty  of  any  other  holding  except  F,  G,  and  H.  The 
mine  galleries  have  apparently  been  so  constructed  that 
coal  from  F  and  G  must  follow  almost  the  same  route 
as  coal  from  K  and  must  pay  the  same  charges.  Neither 
the  diagram  nor  the  table  gives  any  explanation  for  the 
low  royalty  of  plot  H.  Perhaps  it  can  be  accoimted  for 
by  the  panic  of  1873,  the  date  of  the  lease,  or  perhaps  in 
this  holding  the  operator  has  secured  most  of  the  eco- 
nomic rent  for  himself.  Holdings  A,  B,  C,  D,  E,  L,  and 
M,  bring  to  their  owners  a  surplus  above  the  returns  on 
the  marginal  mine,  or  economic  rent. 

Figure  2  is  a  diagram  of  another  colliery  with  hold- 
ings in  Durham.  Holding  A,  in  which  the  shaft  for  the 
field  is  sunk  has  the  most  advantageous  position.  Hold- 
ings C  and  E  are  the  marginal  holdings  for  the  field  and 
pay  the  lowest  royalties.  As  shown  in  Table  IV  the 
marginal  royalty  for  the  field  is  3  pence.  Holdings  A, 
B,  and  D  yield  an  economic  rent. 

Table  IV.' — Royalties  Paid  on  Holdings  in  Durham  Coal  Fields 

Plot  A- —  6    pence  per  ton 

«     g 4  u        u      u 

«     C— 3  u        u      u 

**     E  — 3.3      •       **      " 

2.  Second  Report.  Royal  Commianon  on  Mininc  Royalties,  Britiab  SeMonal  Papers . 
1890-91.  vol.  zU.    Appendix  XX. 
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production  of  anthracite  coal  the  percentage  is  even 
greater.  Previous  to  the  enactment  of  the  commodity 
clause  in  the  Interestate  Conmierce  Act  and  its  enforce- 
ment, almost  80  per  cent  of  the  anthracite  was  mined  by 
the  railroads  or  by  companies  controlled  by  the  rail- 
roads; and  it  was  estimated  that  the  railroads  and 
affiliated  companies  controlled  either  by  ownership  or 
by  contract  over  96  per  cent  of  the  immined  anthracite.* 
It  is  true  that  the  railroads  leased  the  coal  lands  to 
operating  companies,  but  the  royalties  were  a  nominal 
charge  and  bore  little  relation  to  the  true  value  and 
accessibility  of  the  coal.  The  railroads  controlled  the 
operating  companies  and  received  their  profits.  They 
also  received  the  freight  money  for  hauling  the  coal  to 
market.  The  Girard  Estate,  administered  by  the  city  of 
Philadelphia,  owns  large  areas  of  anthracite  coal  lands 
that  are  leased  to  operating  companies.  Unfortunately 
for  our  piupose  the  royalties  are  not  a  fixed  payment 
per  ton  but  are  a  percentage  of  the  selling  price  of  the 
coal  at  the  breaker  —  or  in  other  words  they  are  based 
on  a  sliding  scale.  However  at  least  one  of  the  intrinsic 
factors  is  evident  in  the  determination  of  that  scale.  In 
some  leases  18  per  cent  of  the  selling  price  is  charged  on 
coal  from  seams  over  4  feet  in  thickness,  and  16  per  cent 
on  seams  under  4  feet.  In  other  leases  the  percentages 
are  fixed  at  20  and  16  per  cent  or  at  28  and  23  per  cent.* 
The  quotations  on  pages  298, 299,  and  300  from  publica- 
tions of  the  United  States  Geological  Siurvey  show  also 
that  in  the  United  States,  where  any  attempt  is  made  to 
determine  the  royalties  accurately,  the  same  principles 
hold  as  those  which  govern  royalties  in  the  United  King- 
dom.   They  are  partly  compensation  for  the  mineriJ 

5.  EUot  JonM.  The  Anthndte  Coal  Combinatioii,  pp.  108, 100. 

6.  U.  8.  Senate,  Hearingi  of  Committee  on  Nfanufaoturee,  66th  CongraH,  3d  flaninn 
(1019).  Tol.  iii,  p.  1717. 
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quantity  of  labor  employed  in  all  four  mines  is  the  same 
the  greater  yield  of  the  first  three  must  be  due  to  the 
greater  ease  of  working  the  shallower  seams.  Coal  is 
selling  at  the  mine  mouth  at  $2.00  per  ton.  Thus  the 
value  of  the  weekly  yield  of  Mine  A  is  $500,  of  Mine  B 
$400,  of  Mine  C  $300,  and  of  Mine  D  $200. 

The  current  wage  of  mine  workers  in  the  district  is 
$19.50  per  week  and  each  mine  must  pay  out  for  its  ten 
units  of  labor  $195.  After  wages  are  paid  at  Mine  D,  the 
poorest  mine  in  the  district,  $5.00  remains.  It  is  not 
surplus.  It  is  the  amoimt  that  must  be  paid  to  the  owner 
of  the  land  for  the  coal  removed.  It  is  the  marginal 
royalty  and  Mine  D  is  the  marginal  mine.  With  a  pro- 
duction of  100  tons  the  marginal  royalty  on  each  ton  is 
5  cents,  the  estimated  marginal  royalty  at  the  present 
time  for  coal  mines  in  the  United  States  and  Great 
Britain.  Mine  C  jrields  150  tons  of  coal  per  week  with  a 
value  of  $300  at  the  mine  mouth.  One  hundred  and 
ninety-five  dollars  must  be  deducted  for  wages  leaving 
a  balance  of  $105  from  which  must  also  be  deducted  the 
marginal  royalty.  The  coal  from  Mine  C  is  worth  no 
more  than  the  coal  from  Mine  D  when  it  reaches  the 
surface  and  can  command  only  the  same  marginal 
royalty  —  that  is  5  cents  per  ton.  More  coal  has  been 
extracted  during  the  week  and  the  total  marginal 
royalty  on  Mine  C  is  $7.50  instead  of  $5.00.  When  this 
amoimt  is  subtracted  from  the  balance  of  $105,  $97.50 
remains.  It  is  a  surplus  arising  because  of  the  su- 
periority of  Mine  C  over  Mine  D.  It  is  economic  rent. 
Mines  B  and  A  have  even  greater  advantages  over 
Mine  D  and  yield  a  larger  siuplus.  Table  V  is  an 
analysis  of  the  value  of  the  output  for  the  four  mines. 

It  is  immaterial  to  the  correctness  of  the  theory  of 
rent  how  the  surplus  is  divided.  If  there  is  a  surplus  it 
must  go  to  some  one.  Since  the  coal  from  all  the  mines 
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mineral  land  an  intensive  margin  may  be  reached  pro- 
viding the  law  of  diminishing  retmiis  holds  for  mines. 
Professor  Marshall  is  of  the  opinion  that  it  does  not, 
since  the  yield  of  mines  is  not  ''a  net  yield,  like  the  re- 
turn of  which  we  speak  in  the  law  of  diminishing  re- 
tumS;  .  .  .  but  merely  a  giving  up  of  their  stored-up 
treasures/'  ^  Most  economists  believe,  however,  that 
the  law  of  diminishing  returns  applies  to  mineral  land  as 
well  as  to  agricultural  land  tho  some  qualifications  of 
the  law  may  be  necessary.  The  operator  desirous  of 
increasing  his  production  has  the  choice  of  applying 
more  labor  and  capital  to  the  mine  already  being  worked 
or  of  opening  a  second  deposit  less  favored  in  its  con- 
ditions. The  working  of  rich  and  poor  mines  side  by 
side  would  indicate  that  it  is  more  profitable  to  apply 
capital  in  the  poorer  mines  than  to  add  it  to  the  capital 
already  applied  in  the  richer  mine.  It  is  an  evidence 
that  the  law  of  diminishing  returns  does  apply  to  mines. 
The  niunber  of  men  who  can  work  in  a  mine  is  limited 
by  space  if  by  nothing  else  and  there  is  a  similar  limit  to 
the  amount  of  machinery  that  can  be  used.  A  hundred 
men  might  work  a  mine  effectively  but  an  increase  of 
the  niunber  to  a  thousand  would  most  certainly  not  in- 
crease the  product  tenfold.  If  the  law  of  diminishing 
retiuns  did  not  hold  for  mines  operators  could  remove 
all  the  coal  from  a  deposit  in  a  short  period  of  time  rather 
than  work  it  for  20,  50,  or  100  years. 

Figure  3  also  shows  economic  rent  arising  from  an  in- 
tensive margin.  Each  block,  instead  of  representing  a 
mine  as  in  the  first  illustration  now  represents  the 
product  from  succeeding  increments  of  capital  applied  to 
one  mine.  The  first  increment,  dose  A,  yields  250  tons 
of  coal  per  week,  sufficient  for  a  time  to  meet  the  de- 
mands of  the  market.  There  is  no  surplus  and  no  eco- 

7.  Mawhdl,  PrindplM  of  Eoonomios,  p.  100. 
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Neither  consumer  nor  laborer  can  benefit  except  through 
improved  operation  of  the  mines  or  more  efficient  dis- 
tribution of  the  product  under  government  control. 
True^  conditions  may  not  remain  the  same  as  at  the 
time  of  purchase.  The  demand  for  coal  may  increase 
and  make  necessary  the  opening  of  inferior  mines 
thus  lowering  the  margin  and  increasing  the  economic 
rent.  Any  additional  rent  then  received  by  the  govern- 
ment might  be  divided  according  to  the  principles  set 
forth  in  the  next  paragraph. 

If  the  government  should  confiscate  all  property  in 
minerals^  a  procedure  inconceivable  in  either  the  United 
States  or  Great  Britain,  the  distribution  of  the  royalty 
will  depend  on  which  of  the  various  coiu'ses  open  to  the 
government  is  followed.  The  government  may  operate 
the  mines  itself;  it  may  lease  the  mineral  rights  imder 
competitive  bidding  to  private  operators;  it  may  grant 
mining  permits  without  any  charge  or  for  a  nominal  fee. 
If  the  first  course,  government  operation  of  mines,  is 
adopted,  the  government  may  either  cover  into  the 
treasury  the  payments  now  made  to  land  owners  as 
royalties,  or  it  may  pass  them  along  to  the  consumer 
through  the  decreased  price  of  coal  or  to  the  laborer 
through  increased  wages,  the  surplus  of  the  richer  mines 
being  used  to  offset  the  higher  costs  of  production  of  the 
poorer  mines.  If  the  government  leases  the  mineral 
rights  in  the  open  market  to  private  operators,  the  only 
change  in  the  present  situation  will  be  that  the  royalties 
will  be  paid  to  the  government  and  not  to  a  private  land 
owner.  Neither  consumer  nor  laborer  will  benefit  unless 
the  revenue  from  the  mines  makes  it  possible  to  lower 
taxes. 

The  government  may  adopt  the  policy  of  free  mining, 
that  is  the  granting  of  mining  permits  to  any  applicant 
without  charge  or  for  only  a  nominal  fee,  a  policy  fol- 
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confined  strictly  to  use  of  owner,  and  through  the 
elimination  of  the  wastes  of  wholesale  and  retail  dis- 
tribution.* A  saving  of  from  2  to  5  shillings  per  ton,  and 
as  high  as  12  shillings  per  ton  in  some  cases,  has  been 
brought  about  in  England  by  the  Cooperative  Move- 
ment. It  is  in  these  ways,  not  through  the  abolition  of 
royalties,  that  a  substantial  lowering  of  price  to  the  con- 
sumer might  be  secured. 

Small  as  the  saving  would  be  if  the  consumer  should 
receive  the  entire  amount  of  the  royalty,  he  could  not 
receive  even  this  much.  Figure  3  may  be  used  to  show 
just  what  the  division  of  the  royalty  would  be. 

Mine  D  is  the  poorest  mine  that  can  be  operated  un- 
der existing  market  conditions.  The  only  royalty  paid 
on  Mine  D  is  the  marginal  royalty  of  5  cents  per  ton  and 
that  amoimt  would  be  the  only  saving  to  the  operator 
of  Mine  D  through  the  abolition  of  royalties.  He  can 
produce  coal  at  $1.95  per  ton;  but  for  a  time  he  may 
continue  to  sell  at  $2.00  per  ton  and  pocket  the  saving. 

Mines  A,  B,  and  C  would  benefit  by  the  aboUtion  of 
royalties  to  a  greater  extent  than  Mine  D.  The  cost  of 
production  at  Mine  A  would  be  78  cents  per  ton,  since 
the  only  cost  of  the  250  tons  would  be  the  labor  charge  of 
$195.  At  Mine  B  the  cost  would  be  97  J  cents  per  ton 
and  at  Mine  C,  $1.30.  The  price  of  coal  is  governed, 
however,  not  by  the  cost  of  production  at  the  most  fer- 
tile mine  but  by  the  cost  at  the  least  fertile.  All  the  coal 
mined  would  sell  at  the  market  price.  The  more  fertile 
mines  would  continue  to  yield  a  surplus  or  economic 
rent.  It  would  now  go  to  the  operator  of  the  mine 
instead  of  to  the  former  owner  of  the  deposit.  The  con- 
sumer would  receive  only  the  saving  realized  at  the  mar- 
ginal mine,  or  the  marginal  royalty  of  5  cents  per  ton. 

Because  of  the  increased  profits  a  fifth  mine  may 

9.  British  Co«l  IndustiiM  Comminion  Report  (1919).  vol.  i,  p.  liz. 
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Labor  has  looked  to  the  complete  abolition  of  royal- 
ties as  a  means  of  increasing  its  wage.  But  the  rent  of 
mines  has  no  more  effect  on  wages  than  it  does  on  jMioes. 
There  is  in  every  mining  community  a  general  level  of 
wages.  The  worker  in  the  fertile  mine  receives  no  more 
than  the  worker  in  the  poor  mine.  Otherwise  there 
would  be  a  movement  of  workers  from  the  poor  mines  to 
the  fertile.  The  royalty  takes  nothing  from  the  worker, 
since  the  poorest  or  marginal  mine  pays  no  royalty  ex- 
cept the  marginal  royalty.  This  amoimt  would  prob- 
ably reach  the  consumer  through  competition ;  but  labor 
might  succeed  through  a  strong  combination  in  stopping 
some  of  it.  But  the  benefit  would  be  small  even  if  labor 
received  all.  The  minimum  royalty  for  coal  in  England 
has  been  estimated  at  from  2  pence  to  3  pence  per  ton. 
At  the  latter  estimate  the  amoimt  to  be  divided  among 
the  1,000,000  coal  mine  workers  in  Great  Britain  in  1918 
would  have  been  about  $15,300,000,  or  an  increase  of 
only  some  $15.00  to  the  yearly  wage  of  each.  The 
amoimt  that  would  go  to  the  mine  workers  through  the 
abolition  of  royalties  was  placed  at  about  1  shilling  a 
week  (about  $12.50  a  year)  by  a  witness  before  the  Coal 
Industries  Commission.  ^ 

Labor  has  also  favored  the  abolition  of  royalties  on 
the  groimd  that  the  better  mines  would  then  be  able  to 
supply  a  larger  part  of  the  production  and  force  out  the 
poorer  mines.  Wages  would  be  increased  because  of  the 
greater  efficiency  of  the  workers  in  the  fertile  mines.  I 
have  already  pointed  out  that  there  would  probably  be 
little  change  in  production;  but  even  if  the  margin  were 
raised  the  worker  would  suffer  more  than  he  benefited. 
If  the  better  mines  forced  the  marginal  mines  to  close 
down,  the  laborers  of  the  latter  would  be  without  em- 

1.  British  Co«l  IxKlustiiM  Commiaiion  Report  (1919).  vol.  ii,  p.  439.   Testimony 
ci  Mr.  Harold  Cos.  Editor  of  Edinburgh  Beview. 
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DAMIRIS'  THE  MONETARY  SYSTEM  OF  GREECE  ^ 

The  author  of  this  book  was  a  highly  gifted,  zealous  young 
Greek.  He  won  the  doctorate  both  in  Athens  and  in  PariS| 
subsequently  entered  the  diplomatic  service,  and  finally  be- 
came director  of  the  financial  department  of  the  Reparations 
Ck)mmission  in  Vienna,  where  he  died  in  the  autumn  of  1921. 
The  present  work  gives  evidence  of  the  loss  which  his  country 
as  well  as  his  science  suffered  through  his  death.  In  view  of 
the  great  significance  of  currency  questions  today,  a  summary 
of  the  contents  of  this  careful  and  lucid  study  should  be  of 
interest  to  American  readers. 

After  falling  to  a  discount  of  80  per  cent  as  compared  with 
the  French  franc  in  1895,  the  Greek  drachma  gradually  re- 
covered. This  was  facilitated,  of  course,  by  the  international 
financial  control  imposed  upon  the  country  in  1898.  A  favor- 
able balance  of  payments,  a  reduction  of  the  country's  note 
circulation,  together  with  the  increase  in  tJiie  world's  gold 
stock,  brought  about  a  rise  in  the  value  of  the  drachma,  till  it 
eventually,  in  1909,  was  for  a  time  quoted  at  par  with  the 
French  franc.  (Damiris,  vol.  i,  p.  48.)  Now  it  was  a  question 
of  devising  means  of  stabilizing  this  value,  lest  a  further  in- 
crease in  the  value  of  the  country's  money  should  hamper  its 
export  trade.  On  March  19,  1910,  therefore,  an  amendment 
to  the  bank  law,  proposed  by  the  vice-president  of  the  Bank 
of  Greece,  Valaoritis,  was  adopted  by  the  Dragoumis  ministry, 
authorizing  the  bank  to  expand  its  note  issues  in  proportion 
to  the  increase  in  its  holdings  of  gold  or  gold  bills.  From  that 
date,  it  purchased  from  private  citizens  bills  payable  in  gold 

1.  Damirit,  Christo  T.,  Le  SyttteM  MonAtain  Oreo  et  le  Chance.    PAiis,  Okxd  A 
Co.,  1920.  three  vols..  i»p.  363.  369.  238.    70  fr. 
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Allies  were  in  tenns  of  francs  and  pounds,  whose  price  was 
falling,  and  that  they  consisted  of  credits  upon  which  Greece 
would  not  be  entitled  to  realize  until  six  months  after  the 
termination  of  the  war.  In  addition  there  were  tJiie  material 
effects  of  the  World  War  on  Greece.  This  country  like  others 
restricted  the  export  of  capital,  while  the  submarine  warfare 
hampered  shipping  and  commerce.  Ck)nsequently  the 
domestic  demand  for  foreign  bills  declined,  so  that  the  ad- 
ditional notes  did  not  flow  back  to  tJiie  bank,  but  remained  in 
circulation,  intensifying  the  rise  of  prices  already  occasioned 
l^  the  general  scareity  of  commodities. 

After  the  collapse  of  the  Central  Powers,  Greece  had  to  re- 
main under  arms  and  hold  her  troops  at  the  disposal  of  the 
Entente.  The  government  was  compelled  to  cover  its  need 
for  notes  by  internal  loans  and  bank  loans.  The  war  had  re- 
duced the  country's  stocks  of  goods,  and  consequently  the 
balance  of  trade  became  more  and  more  unfavorable.  More- 
over, the  Greek  banks  undertook  to  finance  the  imports  of 
Jugoslavia,  Riunania,  and  the  sections  of  southern  Russia 
occupied  by  the  Allies.  So  the  country's  dollar  credit  reserve 
collapsed  and  it  had  only  English  and  French  government 
credits  to  rely  on.  The  bank  had  to  sell  dollar  funds  to  in- 
terested parties  and  itself  received  only  pounds  and  francs, 
whose  value  in  terms  of  dollars  was  falling. 

At  the  beginning  of  1920  the  law  of  1910  was  fundamentally 
changed  by  order  of  the  government:  the  foreign  credits  still 
available  could  be  utilized  only  for  certain  purchases  ap- 
proved by  the  government.  In  practice  they  were  reserved 
for  the  government's  needs  in  the  way  of  foreign  coal,  petro- 
leum, cereals,  frozen  meats,  and  other  necessaries.  The  issue 
of  notes  against  bills  was  still  allowed  for  the  needs  of  com- 
merce, but  the  sound  basis  was  taken  from  the  notes.  The 
drachma  then  declined  parallel  with  the  pound  and  later 
parallel  with  the  French  franc.  The  ciurency  depreciated  and 
lost  its  stability,  so  that  all  commercial  relations  were  con- 
stantly upset  and  took  on  an  aleatory  character.  On  tJiie 
basis  of  these  developments  tJiie  author  advocated  a  return  to 
an  improved  form  of  tJiie  system  of  1910.  Above  all  he  urged 
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an  additional  gold  cover  for  the  notes  issued  on  the  security  of 
foreign  credits.  It  also  seemed  to  him  doubtful  whether  the 
Greek  system  could  be  made  the  foundation  of  a  system  of 
international  notes,  as  had  been  suggested. 

The  system  introduced  in  1910  was  an  interesting  modem 
experiment  in  the  field  of  currency.  It  is  instructive  and  sug- 
gestive for  the  theory  of  the  gold  exchange  standard,  with  the 
other  forms  of  which  the  author  compares  the  Greek  currency 
from  1920  to  1910.  Herein  lies  the  theoretical  value  of  his 
work. 

EUQEN  P.  SCHWnaDLAND, 

Vienna,  Aubtbia. 
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SHARFMAN'S  AMERICAN  RAILROAD   PROBLEM  ^ 

Professob  Sharfman  is  already  well  known  as  a  teacher 
and  writer  in  the  subject  of  raikoad  economics.  His  present 
book  is  divided  into  three  parts.  Part  I  is  entitled  ''The 
War  Administration  of  the  Railroads''  but  includes  also  an 
outline  history  of  the  relations  between  railroads  and  public 
prior  to  1914.  In  Part  II  the  author  sets  forth  what  he  be- 
lieves to  be  "The  Essentials  of  Reconstruction  Policy."  And 
in  Part  III  he  describes  and  discusses  ''The  Elements  of  the 
Railroad  Adjustment." 

The  work  is  well  organized.  The  phraseology  is  well  chosen 
and  the  style  effective.  If  there  be  fault  in  the  style,  it  lies  in 
the  use  of  sentences  occasionally  too  long  and  involved.  The 
impressiveness  of  the  style,  together  with  the  effective  or- 
ganization of  the  matter,  seem  to  carry  of  themselves  such 
weight  of  authority  as  almost  to  disarm  criticism  in  advance. 

Nevertheless,  criticism  cannot  be  avoided.  And  it  must  be 
leveled  against  what  appears  to  be  the  author's  imderlying 
philosophy  regarding  the  basis  of  rate  reasonableness.  The 
central  part  of  the  book,  to  which  the  historical  sketch  leads 
and  from  which  the  description  and  discussion  of  present 
legislation  follow,  is  perhaps  the  most  important  part.  And 
probably  the  most  important  paragraphs  in  this  part  of  the 
book  are  those  which  deal  with  the  regulation  of  railroad 
rates  and  with  standards  of  reasonableness  of  rates.  The 
problems  of  rate  reasonableness  and  rate  regulation  have  been 
those  of  principal  significance  in  the  relations  between  the 
railroads  and  the  public.  It  is  these  and  related  problems  to 
which  most  attention  has  been  given  in  the  past,  which  have 
in  general  most  concerned  business  men,  commissions,  and 
legislatures,  and  which  are  still  not  solved  in  a  way  wholly 
satisfactory.  It  is  in  his  study  of  rate  standards  and  rate 
regulation  that,  the  reviewer  believes.  Professor  Sharfman 

1.  I.  Leo  Scharfman.  The  American  RMlroad  Problem:  A  Study  in  War  and  Re- 
eonatiuetion.   New  York,  The  Century  Co.,  $3.00. 
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Interetate  Conunerce  Commission's  "present  value''  (after 
the  completion  of  its  valuation  of  railroad  properties)  ''as  a 
starting  point  for  the  rate-making  base,  with  an  express  legis- 
lative provision  that,  for  the  future,  actual  additional  invest- 
ment, honestly  and  prudently  made,  is  to  constitute  the  only 
valid  claim  for  an  increase  in  this  value."  In  other  words,  the 
author  would  so  arrange  matters  that  the  value  upon  which  a 
railroad  or  group  of  railroads  might  be  allowed  a  fair  return 
forty  years  from  now  would  be,  substantially,  ''fair  value" 
noWj  phis  actual  investment  in  additions  and  betterments 
during  the  intervening  forty  years.  At  the  end  of  the  forty 
years,  not  only  all  new  railroads  but  a  considerable  part  of  old 
ones  would  be  valued  on  the  original-cost  basis  rather  than  on 
anything  resembling  a  cost-of-reproduction  basis.  And  pro- 
gressively, as  time  went  on,  would  cost  of  production  become 
more  important,  relatively,  as  the  basis  of  valuation.  The 
issue  is  clearly  joined,  therefore,  between  cost  of  production 
and  cost  of  reproduction  as  the  basis  of  valuation  for  the 
inirpose  of  rate  regulation. 

Perhaps  the  line  of  cleavage  between  the  two  viewpoints 
and  the  reasons  for  adopting  one  rather  than  the  other  can  be 
best  illustrated  by  reference  to  the  changing  value  of  the  land 
required  for  the  building  of  a  railroad.  Indeed,  the  so-called 
unearned  increment  of  land  value  is  very  likely  what  Professor 
Sharfman  has  in  mind,  at  least  in  large  part,  when  he  says 
(p.  303) :  "If  railway  earnings  were  based  upon  such  invest- 
ment, the  owners  of  the  properties  would  receive  as  liberal  a 
retiu-n  as  they  may  legitimately  claim,  and  the  users  of  the 
service  would  be  reUeved  of  the  burden  of  paying  a  return, 
through  the  medium  of  transportation  charges,  upon  such 
speculative  increments  of  value  as  arise  independently  of  the 
performance  of  the  transportation  fimction." 

The  first  comment  which  it  seems  fitting  to  make  in  this 
connection  is  that,  so  far  as  the  imeamed  increment  of  land 
value  is  concerned,  society  cannot  lightly  deny  it  to  the  rail- 
roads while  permitting  it  in  all  other  lines  of  business.  To  tax 
this  increment  heavily  wherever  it  occurs,  to  tax  it  altogether 
out  of  existence,  even  to  tax  land  values  in  general  at  so  high 
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reckoned  as  worth  more  in  future  years,  in  the  sense  that  the 
railroads  may  then  be  allowed  to  enjoy  a  return  on  such 
larger  value,  they  must  be  allowed  to  enjoy  a  larger  return 
now«  But  at  the  beginning,  when  a  territorial  section  is  com- 
paratively undeveloped  and  land  values  are  low,  traffic  is 
ordinarily  light.  Under  such  circumstances,  rates,  to  make 
the  investment  worth  while,  have  to  be  high  at  best.  And  in 
order  that  returns  on  the  investment  should  be  high  enough 
to  make  up  for  the  unearned  increment  which  is  receivable  in 
other  lines  and  the  expectation  of  which  the  railroads  have  to 
pay  for  in  the  price  of  land,  rates  must  be  still  higher.  (To 
permit  high  rates,  needless  to  say,  does  not  insure  that  the 
traffic  can  bear  high  rates.)  Later,  when  the  community  has 
grown  and  traffic  is  heavy,  rates  would  be  forced  to  a  very 
low  level  on  the  author's  principle,  since  only  low  rates  are 
then  necessary  to  pay  a  return  on  original  cost.  Relatively, 
as  between  the  earlier  and  the  later  period,  is  not  this  a  cu- 
rious way  to  "charge  what  the  traffic  will  bear?" 

But  the  clearest  evidence  that  such  an  arrangement  is  un- 
desirable is  to  be  f oimd  in  the  consideration  of  the  reverse 
possibility  —  a  declining  community  and  a  decreasing  value 
of  land.  The  author's  proposal  to  base  rates  on  original  in- 
vestment rather  than  on  present  fair  value  would  in  such 
circumstances,  if  carried  into  ejffect,  have  most  serious  con- 
sequences. It  would  be  necessary  that  net  returns  should  be 
as  large  as  ever,  since  the  original  investment  is  the  standard 
of  reasonableness.  But  with  declining  population  only  pro- 
gressively higher  rates  would  accomplish  this  end;  and  such 
rates  would  hasten  the  decline.  If  it  be  said  that  the  higher 
rates  could  not  in  fact  be  charged,  this  would  be  an  admission 
that  the  scheme  of  basing  rates  on  original  cost  might  prove 
not  only  undesirable  but  impossible  of  application.  Surely  it 
has  no  advantages  from  the  viewpoint  of  public  welfare  over 
a  system  of  basing  rates  on  the  fair  present  value  of  plant  and 
equipment  used. 

The  way  to  regulate  the  charges  of  a  monopoly  so  as  neither 
to  unduly  encourage  nor  to  imduly  discourage  the  industry  is 
to  make  the  relation  between  earnings  and  investment  as 
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Surely  this  view  cannot  be  allowed  to  pass  unchallenged. 
If  one  railroad  lies  in  a  territory  where  natural  resources  are 
rich  and  population  dense  and  so  makes  large  returns  on  its 
original  cost;  and  if  another  hes  in  a  territory  where  natural 
resources  are  poor  and  population  sparse,  so  that  its  traffic 
hardly  pays  the  cost  of  operation  —  is  it  desirable  that, 
through  combination  or  otherwise,  one  should  subsidize  the 
other?  Is  it  desirable  that  those  regions  which  have  natural 
advantages  should,  through  transportation  rates  which,  how- 
ever low  they  seem,  are  unnecessarily  profitable  to  the  rail- 
road serving  them,  subsidize  indirectly  other  regions  where 
the  natural  advantages  are  so  slight  that  industry  cannot  live 
if  it  has  to  pay  reasonable  transportation  rates?  Must  not 
such  a  policy  tend  to  drive  industry  out  of  the  places  where  it 
can  be  most  effectively  carried  on  and  encourage  its  location 
where  its  output  would  be  less?  Should  we  not  more  probably 
get  industry  into  those  regions  where  the  largest  output  could 
be  secured  with  the  least  labor  if  we  endeavored  so  to  adjust 
rates  that  the  industries  and  people  of  each  region  would  have 
to  pay  the  reasonable  cost  of  the  transportation  system  serv- 
ing them?  And  if  an  imduly  circuitous  transportation  sys- 
tem had  been  mistakenly  made  or  if  a  transportation  system 
had  been  constructed  at  undue  expense  for  whatever  reason, 
ought  not  its  owners  to  suffer  the  loss  ? 

Closely  associated  with  this  matter  of  consolidations  is  the 
common  notion,  to  which  the  author  gives  support,  that 
(p.  237)  ''a  line  that  is  weak  when  standing  alone  may  prove 
to  be  a  valuable  connection  or  feeder  for  a  larger  system." 
But  why  may  a  road  prove  to  be  a  valuable  feeder  to  a  larger 
system?  Must  it  not  be  because  such  a  road  brings  to  that 
large  system  traffic  on  which  the  large  system  can  charge 
rates  covering  much  more  than  the  incident  additional  ex- 
pense imposed  in  carrying  it?  Such  traffic,  then,  would  be 
worth  taking  by  the  large  system  at  lower  rates  than  are 
charged.  In  other  words,  if  the  so-called  weak  road  got  a 
larger  share  and  the  strong  road  a  smaller  share  of  the  total 
rate  on  traffic  moving  over  both,  the  stronger  road  would  still 
find  the  traffic  worth  taking  —  and  the  weaker  road  would  not 
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from  Cincinnati  to  intermediate  points  on  the  more  romid- 
about  Southern  line  may  very  properly  be  higher  if  the  light- 
ness of  the  traffic  or  some  other  adverse  condition  requires 
high  rates  to  make  the  road  profitable.  Such  higher  rates  are 
better  for  the  intermediate  points  than  would  be  the  absence 
of  the  railroad.  If  the  longer  line  has  been  built  over  the 
chosen  route  in  order  to  serve  those  pdntSy  it  is  probably  not 
economically  desirable  that  the  rates  between  Cincinnati  and 
Norfolk  which  the  stronger  line  can  make  low  vntfwvl  any  dis- 
crimination  against  its  intermediate  points  should  be  arbitrarily 
made  high  and  industry  thus  forced  away  from  Cincinnati 
and  from  Norfolk  in  order  that  other  points  may  be  de- 
veloped. And  for  the  Southern  Railway  to  meet  the  rates  at 
the  competitive  points  —  provided  these  rates  cover  all  extra 
incident  costs  —  does  not  make  the  relative  position  of  the 
intermediate  points  on  its  line  any  worse  than  it  otherwise 
would  be.  If  there  are  any  good  arguments  for  forcing  the 
development  of  the  territories  served  by  "weak"  lines 
through  charging  higher  than  necessary  rates  between  points 
where  the  traffic  is  competitive  with  "strong"  linesi  the 
author  does  not  state  them. 

It  may  properly  be  admitted,  however,  that  even  when  in- 
termediate rates  are  made  as  high  on  weak  roads  as  they 
reasonably  can  be  made,  and  even  when  rates  are  reduced  on 
the  strong  roads  as  far  as  possible  without  being  made  dis- 
criminatory, the  earnings  of  these  different  roads  may  still  be 
very  unequal.  Sometimes  the  amount  of  non-competitive 
traffic  may  be  relatively  so  small  that  both  weak  and  strong 
roads  depend  on  competitive  traffic  for  the  major  part  of  their 
incomes.  Then  rates  high  enough  to  be  remunerative  to  the 
weak  road  may  be  imduly  profitable  to  the  strong  one.  Is 
such  inequality  of  incomes  then  unavoidable?  If  the  strong 
road  can  handle  all  the  traffic,  it  is  a  serious  question  whether 
a  wise  economic  policy  would  keep  rates  high  in  order  that 
(say)  an  imintelligently  located  road  which  is  not  needed  may 
make  a  good  income.  If  the  strong  road  cannot  handle  all  the 
traffic  and  the  weaker  road  is  needed,  then  rates  are  called  for 
which  are  remimerative  to  the  weaker  road.  Tho  the  strong 
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meet  the  difficulty.  We  may  not  be  able  without  injurious 
consequences  to  levy  a  special  tax  on  the  situation  value  of 
railroad  land  while  leaving  other  land  less  taxed.  But  if  econ- 
omists in  general  could  cease  to  regard  special  land-value 
taxation  as  taboo,  if  they  could  worship  science  more  and  the 
fetish  of  vested  rights  that  must  not  be  even  gradually  or  a 
little  interfered  with  less,  if  they  could  accept  the  eminently 
sane  ''liberalises  program"  of  Professor  Carver  {Principles  of 
Political  Economy,  p.  583)  with  ''increased  taxation  of  land 
values"  as  its  first  suggestion,  many  problems  which  now 
seem  puzzling  might  become  simpler  of  solution.  Perhaps  the 
taboo  which  constantly  turns  conservative  economists  away 
even  from  the  serious  consideration  of  such  a  solution,  forcing 
them  into  the  suggestion  of  all  sorts  of  roundabout  and  im- 
economic  devices  to  deal  with  our  economic  ills  reveals  the 
operation  of  a  kind  of  ''suppressed"  logic  as  in  another  phase 
of  human  life  there  are  said  to  be  "suppressed  desires."  And 
the  results  may  be  as  bad  in  the  one  case  as  they  are  reputed 
to  be  in  the  other. 

EQstorical  studies  of  problems  and  legislation  have  their 
sufficiently  important  place,  and  some  of  the  material  pre- 
sented in  Professor  Sharfman's  book  is  interesting  and  val- 
uable. But  if  we  are  to  make  the  study  of  economics  of  real 
significance  for  the  solution  of  difficult  problems  we  need  most 
of  all  to  analyze  these  problems  in  the  light  of  fundamental 
principles.  This  does  not  mean  that  there  is  in  the  study  of 
principles  no  place  for  inductive  reasoning.  Often  there  is. 
But  studies  of  occurrences  and  policies  in  their  chronological 
order,  coupled  with  commentary  and  discussion,  do  not  con- 
stitute inductive  investigation  as  the  expression  is  understood 
in  physical  science.  It  is  an  interesting  fact — let  economists 
who  like  it  comment  in  what  way  they  choose  —  that  so- 
called  advanced  work  and  the  text-books  of  such  work  in 
economics,  in  many  American  universities  and  colleges  if  not 
in  most,  are  more  factual,  more  descriptive  and  less  analytical 
than  the  introductory  com-se.  The  student  first  studies  some 
fundamental  theory.  Afterwards  he  studies  foreign  trade 
policies  with  a  little  theoretical  commentary,  or  public 
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THE  CHIEF  PROBLEM  OF  ECONOMIC  THEORY  ^ 

In  the  May  issue  of  this  Journal  Professor  Kleene  pub- 
lished a  review  of  my  Grunda&tze  der  Volkswirischafislehre.  It 
is  not  my  intention  to  inquire  whether  it  does  justice  to  my 
several  theories  or  to  these  theories  considered  as  a  complete 
system.  I  wish  to  call  the  attention  of  American  economists 
to  certain  problems  from  which  I  started  and  which  receive 
rather  too  brief  treatment  in  the  reviewer's  presentation. 
These  problems  and  points  of  view  are  very  different  from 
those  hitherto  customary  and,  in  my  opinion,  much  more  in 
accord  with  the  actual  relations  of  economic  life.  Moreover, 
Professor  Kleene's  review  is  tjrpical  of  the  difficulty,  which 
the  older  German  economists  also  share,  of  shifting  from  the 
traditional  point  of  view  to  that  of  my  theories.  For  Ameri- 
can economists  this  difficulty  is  still  greater.  Unfortunately 
since  the  war  I  have  been  quite  unable  to  follow  American 
theoretical  literature  as  thoroly  as  formerly;  but  as  far  as  I 
can  determine,  the  ordinary  way  of  treating  our  subject 
— I  call  it  politico-economic,  because  it  stresses  national 
wealth,  or  technical-economic,  because  it  has  for  its  point  of 
departure  supplies  of  goods  and  their  production  —  is  even 
more  firmly  intrenched  there  than  in  Germany.  I  attacked 
the  imputation  theory  for  the  first  time  in  1908  in  my  article 
Erirag  und  Einkommen,  which  I  was  able  to  submit  to  a  num- 
ber of  American  economists  during  my  visit  to  that  coimtry, 
and  subsequently  I  replaced  it  by  my  price  and  income  theory. 
Since  then  nobody  in  Germany  has  ventured  to  defend  the  im- 
putation theory,  even  tho  the  opponents  of  my  theory  have 
nothing  to  offer  in  its  place.  Even  so  convinced  a  supporter  of 
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method,  which  I  therefore  call  materialistic.  It  was  the  neces- 
sary result  of  basing  the  science  on  national  wealth  and  of  the 
economic  point  of  viewinvolved  therein.  Only  a  stock  of  goods 
could  be  considered  national  income,  and  so  prices  and  all 
economic  concepts  were  also  regarded  as  stocks  of  goods. 
This  conception  received  its  most  consistent  application  in 
America  in  the  system  of  Clark.  Schumpeter  followed  him. 
The  latter,  however,  has  turned  more  and  more  from  it  of 
late,  because  the  problems  of  money  cannot  be  explained  in 
this  way. 

In  reality,  however,  all  problems  of  economic  theory  are 
money  problems,  and  an  anal3rsis  of  the  relations  of  quantities 
of  goods,  instead  of  a  price  and  income  theory  based  on 
money,  is  impossible.  It  is  not  possible  to  explain  the  distribu- 
tion of  wealth  as  a  simple  movement  of  quantities  of  goods, 
because  this  distribution  is  assumed  by  the  money  mechan- 
ism, and  because  important  effects  on  the  distribution  of 
wealth  can  result  from  the  side  of  money,  which  today  is  of 
such  cardinal  importance,  at  least  in  Germany. 

To  replace  the  concept  of  the  money  mechanism  of  ex- 
change by  a  theory  of  imputation  is  impossible,  however,  for 
two  reasons. 

(1)  First,  the  causal  sequence  in  the  attainment  of  money 
yields  [Etirdge]  is  just  the  reverse  of  that  in  the  attainment  of 
production.  Every  imputation,  however  considered,  must  in 
the  last  analysis  be  based  on  the  fact  that  products  are  de- 
rived from  production  goods  —  land,  tools,  labor.  Money 
yields,  however,  are  never  derived  from  production  goods, 
causally  are  not  traceable  to  them.  Here  the  causal  sequence 
is  the  reverse :  only  with  a  view  to  the  money  yields  and  to  the 
consumers'  valuations  of  goods  behind  those  yields  are  pro- 
duction goods  provided  at  all.  Cloth  is  produced  by  the  loom, 
it  is  true,  but  valuations  of  the  finished  cloth  are  first  the 
cause  of  the  loom,  the  reason  why  costs  were  expended  on  the 
Io(Hn.  And  they  are  expended  on  it  only  up  to  the  point 
where  the  weaver  recovers,  besides  all  other  costs,  a  certain 
money  yield.  It  is  from  this  striving  for  money  yield,  which 
again  results  from  the  price  of  the  finished  doth,  that  the 
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aware  what  astonishment  this  peculiar  opinion  must  arouse 
not  only  in  me  but  in  many  German  economists  who,  as  a 
result  of  the  experiences  of  economic  life,  have  long  since 
progressed  beyond  this  stage  of  economic  theory.  To  be  sure, 
the  so-called  national  wealth,  an  imaginary  magnitude  with 
which  economic  theory  is  not  concerned,  consists  of  goods; 
but  the  problems  of  exchange  and  of  taxation  are  money 
problems. 

It  is  thoroly  erroneous,  therefore,  when  Professor  Kleene 
says  ''to  the  seasoned  theorist  there  is  a  gain  in  stripping  off 
the  monetary  side  of  economic  phenomena  to  get  at  funda- 
mental factors,  to  think  in  terms  of  value  rather  than  of 
price."  The  fundamental  factors  of  economic  life  are  not 
stocks  of  wares  and  instruments  of  production,  but  are  of  a 
psychological  order  —  wants  and  comparisons  between  utility 
and  costs,  which  in  these  days  of  sharp  separation  between 
the  economics  of  consumption  and  acquisition  also  find  their 
point  of  departure  in  money.  For  this  view  of  economic  life, 
however,  nothing  is  more  dangerous  and  confusing  than  the 
**  value"  concept,  which  in  Professor  Kleene's  argument 
against  my  theory  plays  the  principal  rdle.  On  this  point  also, 
I  believe,  progress  has  been  made  in  Germany.  With  the  ex- 
ception of  entirely  unprogressive  theorists,  to  whom  nobody 
pa3n3  attention,  nobody  in  Germany  now  ventures  to  speak  of 
exchange  value  and  the  like.  As  a  matter  of  fact  there  is  no 
exchange  value,  there  is  nothing  in  economic  life  except 
prices,  obtained  and  estimated  prices.  (The  price  estimating 
of  durable  cost  goods,  the  so-called  capitalization,  is  thoroly 
discussed  in  my  Grundadtzen.)  A  theory  has  all  the  greater 
claim  to  truth  the  less  it  uses  figments  which  are  not  met  in 
economic  life.  Therefore  nothing  will  ever  come  of  this 
''thinking  in  terms  of  value." 

In  this  connection  reference  may  be  made  to  Professor 
Kleene's  curious  remark  that  my  theory  is  one  "of  compara- 
tive price  only,  that  is  of  value.  ...  To  make  it  a  complete 
theory  of  prices,  it  needs  to  be  supplemented  by  a  theory  of 
general  price  level."  The  "general  price  level"  is  also  one  of 
the  most  confusing  and  erroneous  notions  in  economic  theory. 
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tionably  new  and  which  have  since  been  much  quoted  and 
discussed  in  Germany.  Why  Professor  Kleene  passes  them 
over  in  silence  I  do  not  know. 

It  is  true  my  book  contains  no  solution  of  the  imaginary 
problem  raised  by  Bohm-Bawerk  and  the  materialistic  theory, 
which  maintains  that  interest  can  be  explained  by  imputa- 
tion to  the  material  production  goods,  i.  e.,  by  a  **  productivity 
of  capital."  But  my  work  does  give  a  thoro  demonstration  of 
the  reason  why  this  is  an  imaginary  problem:  because  of  the 
confusion  of  the  technical  with  the  economic  causal  sequence, 
in  short  because  of  the  erroneous  technical-materialistic  con- 
ception of  economics.  Money  yield  does  not  arise  from  the 
factors  of  production  of  any  kind,  as  products  may  be  said  to 
come  from  the  earth,  but  the  reverse:  the  yield,  the  prospect 
of  it,  is  the  first  occasion  for  the  utilization  of  production 
goods,  whether  labor,  goods  including  land,  or  money.  (Here 
also  is  the  reason  why  I  include  land  in  capital,  under  certain 
conditions  —  not  in  itself,  for  no  production  good  is  capital  in 
itself  —  which  Kleene  mentions  as  a  curiosity.) 

Yield  is  not  a  problem  of  economics  at  all,  but  a  presuppo- 
sition, since  all  economic  activity  consists  in  obtaining  an 
excess  of  utility  over  cost.  And  so  it  is  just  as  erroneous  to 
trace  interest  causally  back  to  so-called  capital  goods  as  it  is 
to  trace  the  wage  of  the  worker  to  the  work  or  the  money 
yield  of  the  farmer  or  tenant  to  the  land.  The  economic 
causal  sequence  is  the  reverse  of  the  technical.  In  the  former, 
production  goods  are  costs,  and,  in  whatever  form,  are  pro- 
vided and  utilized  only  in  the  expectation  of  a  yield.  The 
theoretically  accurate  formulation  of  this  is  the  ''law  of  the 
equalization  of  marginal  yields."  The  reasons  for  this  I  can- 
not discuss  further  here. 

I  am  aware  it  will  be  a  long  time  before  this  difference  be- 
tween the  technical  and  the  causal  sequence  is  generally 
recognized  in  all  its  consequences  for  economic  theory.  But 
deeper  insight  into  the  whole  organization  of  exchange,  the 
exposure  of  such  imaginary  problems  as  those  connected  with 
the  materialistic  concept  of  capital  and  the  theory  of  imputa- 
tion, the  feasibility  of  explaining  present-day  problems  of 
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THE  EARLY  USE  OF  THE  TERM 
INDUSTRIAL  REVOLUTION 

Some  interest  attaches  to  the  date  when  the  two  words 
''industrial  revolution"  were  first  used  to  describe  the  indus- 
trial changes  of  the  end  of  the  eighteenth  and  the  first  quarter 
of  the  nineteenth  centuries.  Did  the  term  originate  with  the 
historians  of  the  great  period  of  transition  or  with  the  early 
socialist  writers? 

Mantoux  was  satisfied  to  consider  Arnold  Toynbee  as 
father  of  the  term.^  Wood  thought  it  "not  unfair"  to  follow 
To3mbee  in  crediting  authorship.^  As  late  as  1910,  then, 
writers  were  sa3ring  that  the  use  of  the  term  dated  from  about 
1884.  In  1914,  Professor  Rappard  pointed  out  some  earlier 
uses,  notably  that  by  Karl  Marx  in  Das  Kapital  in  1867,  and 
the  rather  general  use  by  John  Stuart  Mill  in  the  first  edition 
of  his  Principles  in  1848.*  For  some  reason.  Professor  Rap- 
pard seems  to  infer  that  Marx  heard  the  words  in  conversation 
with  f^ngels.^  He  concludes  by  naming  1845  as  the  date  of  the 
first  printed  form  of  the  term  and  Engels  as  the  accredited 
user.*  While  Professor  Rappard  thus  ascribes  the  term  to  the 
socialist  writers,  not  merely  in  origin  but  in  popularization, 
he  hints  at  the  possibility  that  it  may  be  found  in  the  writings 
of  the  first  half  of  the  century. 

The  student  of  French  industrial  history  finds  in  the  two 
words,  which  describe  fifty  years  of  Europe  and  thirty  of 
America,  a  very  natural  association  with  the  political  changes 
of  the  French  Revolution  and  the  rapid  industrial  changes. 
My  interest  in  the  origin  of  the  term  arose  from  reading  the 
debates  of  the  French  Chamber  of  Deputies.    Le  Moniteur 

1.  Mantoux,  Paul,  "Le  mot  est,  oroyons  nooe,  d' Arnold  Toynbee."  La  revolution 
induatrielle  au  XVIII«  si^cle,  1905,  p.  1,  note. 

2.  Wood.  Henry  T.,  Industrial  England  in  the  Middle  of  the  Eichteenth  Century, 
1010. 

3.  Mill.  J.  S.,  Prindples  of  Political  Economy,  1848,  p.  581. 

4.  Rappard,  W.  E.,  La  rfvolution  industrielle,  1014,  p.  4. 

5.  Hud.,  p.  4. 
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dustrielle."  ^  His  use  is  more  fortunate  a  few  pages  further 
on,  when  he  points  out  that  the  Jacquard  loom  had  to 
struggle  against  routine  and  despite  the  protection  of  Napo- 
leon was  not  adopted  until  1812  when  "elle  op^ra  ime  veri- 
table revolution  dans  la  fabrique."  ^  * 

Sometimes  the  change  in  manufactures  is  distinguished 
from  the  change  in  commerce  —  as  "Les  revolutions  re- 
ligieuses,  politiques  et  industrielles."  *  Comte  would  have 
included  the  significant  broadening  of  ideas  as  a  ''revolution 
morale."  * 

Marx  and  Engels  were  therefore  taking  advantage  of  a 
formula  in  general  use  in  France  and  adjoining  countries  in 
the  early  twenties  —  a  formula  which  did  not  cease  to  be 
used  throughout  the  sixties  and  seventies.*  Heard  attempts 
to  date  the  revolution  in  England  by  events  in  France. 
Translated  freely  his  statement  is:  at  the  time  when  France 
finished  her  political  revolution,  a  "revolution  industrielle " 
had  come  in  England  by  the  use  of  steam  as  the  principal 
power  for  manufacture  and  by  prodigious  improvement  in 
machines  to  spin  cotton.^  The  same  writer  dates  the  revolu- 
tion in  France  from  1815  to  1830.« 

Since  my  study  covers  intensively  only  the  years  1820-40, 
I  have  not  attempted  to  determine  the  usage  earlier  than  the 
twenties.  Damis  in  1844,  writing  of  the  expositions,  makes  a 
reference  to  the  early  period  of  some  interest.  He  would  seem 
to  suggest  that  the  idea  of  associating  the  change  in  industry 
with  the  political  changes  brought  about  by  the  Revolution 
came  very  early.   It  dates  in  his  opinion  from  the  time  of  the 

1.  Guilbert.  Histoire  des  viUes  de  France  (1844),  vol.  i.  p.  302. 

2.  Ibid.,  p.  398. 

3.  The  famous  Bowring  report  refers  to  the  Jacquard  loom  as  "quietly  revolutionia- 
ing  the  trade  both  of  St.  Etiemie  and  Lyons.'*  Br.  Pari,  papers.  1835,  vol.  xxzvi.  p.  45. 

4.  Guilbert,  vol.  i,  p.  308. 

5.  Comte.  Syvtdme  de  politique  positive.  Paris,  1824,  p.  60. 

0.  Legrand  uses  the  term  as  follows:  "On  vous  a  dit  que  les  chemins  de  fer  produir- 
aient  une  revolution  commerciale  et  industrielle."  Arch.  Pari..  June  10, 1837.  vol.  113, 
p.  29. 

7.  Pieard.  St.  Quentin  (1867),  vol.  ii.  p.  6. 

8.  n>id..  p.  121.  "De  1815  a  1830.  la  France  devint  de  plus  en  plus  une  nation  in* 
dustrielle  et  I'un  des  r^ultats  de  oette  revolution  economique  fut  de  donner  4  la  daase 
laborieuse  une  importance  toute  nouveUe." 
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made  many  times  later.  Nothing  could  be  more  concrete  than 
the  words  employed  in  a  tariff  discussion  in  the  Chamber  of 
Deputies  in  1836.  Lamartine  says,  ''c'est  une  revolution 
tout  entiftre,  c'est  le  1789  du  commerce  et  de  Tindustrie."  * 
To  Bulwer  the  rush  of  new  opinions  was  most  stirring.  He 
felt  that  "the  spirit  and  intellect  of  the  country  received  a 
fresh  birth,  and  at  the  same  time  a  fresh  race  was  bom  —  a 
race  that  had  neither  the  ideas,  the  wants  nor  the  history  of  its 
predecessors.  This  was  the  real  revolution."  *  In  fact  the  far- 
reaching  effect  of  the  French  revolution  upon  social  and  in- 
dustrial life  was  a  favorite  theme  of  philosophers  from  the 
time  of  Condorcet.*  Comte,  the  pupil  of  St.  Simon,  could  not, 
as  he  did  not,  neglect  to  stress  its  significance. 

Writers  use  the  term  revolution  to  describe  any  marked 
change  in  the  conduct  of  an  industry,  whether  it  was  "inven- 
tion de  la  machine  k  vapeur  qui  op)6re  une  revolution  dans  les 
proc^d^s  de  Tindustrie  et  dans  le  syst&me  de  la  navigation,"  ^ 
or  the  use  of  steam  in  navigation  which  ought  to  produce 
"une  veritable  revolution  dans  les  relations  sociales."  •  In 
1810  the  introduction  of  carding  and  spinning  in  the  ar- 
rondissement  of  Vire  reduced  the  niunber  of  workers  em- 
ployed on  these  operations  by  more  than  three-fourths. 
These  mechanical  changes  brought  about  "ime  revolution 
generale  dans  le  cardage  et  la  filature  de  la  laine."  •  In  the 
same  valley  the  paper  industry  "a  subi  toute  une  revolution 
par  rintroduction  des  mecaniques  k  papier."^  For  the  wine 
industry,  Pataille  speaking  on  the  budget  July  15,  1829 
feared  the  vineyards  on  the  hills  would  be  displaced  and 
forced  into  the  river  valley.  He  refers  to  such  a  possible 
change  as  "cette  grande  revolution."  * 

4.   Arch.  Pari.,  April  14, 1836.  p.  48. 

6.   Bulwer.  France.  Social.  Literary.  Political  (1834).  vol.  ii,  p.  39. 

6.  Note  his  famous  contrast  in  1804  of  the  social  effects  of  the  American  and  French 
revolutions.  Condorcet,  De  I'Esprit  Humain.  p.  28. 

7.  Report  on  mines  by  Count  d'Argout.  Arch.  Pari..  March  31. 1837,  p.  262. 

8.  Arch.  Pari..  May  12,  1835,  p.  705. 

9.  Annuaire  Normand.  1837,  p.  185. 

1.  n>id..  1849,  p.  357. 

2.  Le  Moniteur  Universel.  July  15,  1829,  p.  1272. 
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Apparently  French  industry  could  withstand  a  great  deal  of 
"revolution."  The  best  estimate  at  the  end  of  the  twenties 
gives  only  29  per  cent  of  the  working  population  of  the  Midi 
engaged  in  industry,  and  even  in  the  north  of  Prance  but  38 
per  cent  J  And  quotations  compiled  in  a  scrappy  way  do  not 
do  justice  to  the  authors  cited.  French  writers  knew  that 
their  country  was  too  short  of  investment  capital  to  develop 
large-scale  industry  rapidly.  Discussion  of  the  real  signifi- 
cance of  the  term  must  be  part  of  a  description  of  the  industry 
of  the  period.  To  that  I  hope  to  turn  as  the  conclusion  to  a 
study  of  which  this  is  in  some  sort  an  introduction. 

Anna  Besanson. 
Univixbsitt  op  Pennsylvania.  I 

7.  Dupin,  Forces  productives  et  commercialea  de  la  Fraooe,  1827,  vol.  ii,  p.  200. 
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Board.  The  deposited  securities  were  returned  to  member 
banks.  Assessments  against  the  guaranty  fund  constituted  a 
first  lien  against  the  assets  of  the  member  banks.  A  second 
fund  was  created  known  as  the  contingent  fund,  to  be  accu- 
mulated by  annual  assessments  not  to  exceed  one-tenth  of 
one  per  cent  of  average  deposits  in  the  member  banks.  Actual 
cash  payments  of  this  amount  were  to  be  made  to  the  Guar- 
anty Fund  Board.  The  expenses  of  the  Board  —  a  nominal 
amount,  since  no  salaries  are  paid  —  were  to  be  drawn  from 
this  fund.  Income  derived  from  the  investment  of  the  con- 
tingent fund  was  to  accrue  to  the  benefit  thereof.  It  was 
hoped  by  the  1921  amendments  to  build  up  a  more  substantial 
fund  than  could  be  acciunulated  under  the  original  law.  It  is 
clear,  however,  that  at  the  rate  of  one-tenth  of  one  per  cent 
per  year,  thirty  years  would  be  required  to  accumulate  a 
three  per  cent  fund  if  no  losses  occurred  and  if  the  income 
from  investments  equaled  the  expenses  of  the  Board. 

The  report  of  the  Bank  Conmiissioner  covering  the  year 
1920  contains  the  last  published  statement  of  the  guaranty 
fund  banks,  as  of  November  15,  1920.  At  that  time 
116  banks  and  4  branch  banks  were  members  of  the  guaranty 
fund.  The  law  provides  that  public  deposits  may  be  secured 
either  under  the  guaranty  fund  or  by  the  deposit  of  collateral 
or  surety  bonds.  It  is  not  possible,  therefore,  from  the  pub- 
lished statement  to  determine  the  exact  amount  of  eligible 
deposits  in  the  member  banks.  Roughly  it  amounted  to 
$65,000,000.  The  amoimt  credited  to  the  Guaranty  Fund 
Board  was  $320,908,  presumably  one-half  of  one  per  cent  of 
the  eligible  deposits  at  the  time  of  last  adjustment  of  thefund.^ 
With  two  outstanding  exceptions  the  members  of  the  system 
were  relatively  small  banks.  The  largest  bank  in  the  system 
was  the  Scandinavian  American  Bank  of  Seattle  with  total 
deposits  November  15,  1920  of  $15,834,624.  The  Spokane 
and  Eastern  Trust  Company  of  Spokane,  with  deposits  of 
$11,399,486,  was  the  only  other  bank  having  deposits  of  over 
two  millions.^ 

1.  Fourteenth  Annual  Report  of  the  B*nk  Commiasion,  p.  25. 

2.  Fourteenth  Annual  Report  of  the  Bank  Comminion,  pp.  37-51. 
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proportion  of  this  total  of  about  three-fourths  of  a  million, 
as  the  writer  learns  from  the  officials  has  been  collected  in 
cash  by  the  Secretary  of  the  Guaranty  Fund  Board. 

The  burden  of  this  levy  upon  the  member  banks  can  only 
be  realized  when  it  is  recalled  that  the  fund  had  never  been 
charged  against  income  in  previous  years,  except  by  a  very 
few  banks.  The  result  is  that  1^  per  cent  of  the  deposits  must 
be  withdrawn  from  the  current  year's  income.  In  the  typical 
bank,  deposits  are  approximately  ten  times  capital.  Accord- 
ingly this  levy  is  equivalent  to  about  fifteen  per  cent  upon 
the  capital  stock  of  member  banks.  Some  of  these  banks,  espe- 
cially in  the  agricultural  districts,  are  already  hard  pressed  by 
the  adverse  financial  conditions.  To  them  the  new  load  be- 
comes almost  imbearable. 

The  law  contains  a  section  providing  for  voluntary  with- 
drawal of  member  banks.  In  order  to  avoid  the  burden  of 
further  assessments,  banks  have  been  flocking  out  of  the 
system  in  recent  weeks.  The  second  largest  bank  of  the  sys- 
tem—  the  Spokane  and  Eastern  Trust  Company  —  had 
filed  notice  of  withdrawal  in  March,  1921;  but  during  the 
period  when  reorganization  of  the  Scandinavian  American 
seemed  possible,  there  were  few  withdrawals.  When  that 
failed,  there  appears  to  have  been  a  concerted  movement  to 
get  out.  It  was  announced  on  December  30  that  all  but 
seven  of  the  120  banks  had  withdrawn. 

The  liability  of  the  withdrawing  banks  for  further  assess- 
ments can  only  be  determined  when  the  Supreme  Court  of  the 
state  makes  its  interpretation  of  the  law.  The  language  of  the 
pertinent  section  does  not  make  it  clear  whether  banks  can 
be  required  to  pay  assessments  beyond  one  year  from  date  of 
their  withdrawal.  The  opinion  of  some  who  were  instru- 
mental in  drafting  the  law  is  that  the  intent  of  the  legislators 
was  to  make  member  banks  fully  liable  for  losses  due  to 
failures  occurring  while  they  retained  membership  in  the 
fund.  On  the  other  hand,  others  in  an  equally  good  position 
to  know  maintain  that  a  limited  liability  was  certainly  con- 
templated, and  that  there  was  no  intention  to  hold  a  member 
bank  liable  for  an  indefinite  number  of  annual  assessments 
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make  it  doubtful  whether  a  voluntary  system  can  ever  suc- 
ceed in  Washington. 

The  fate  of  the  depositors  is  also  undetermined.  There  is  a 
considerable  feeling  that  the  state,  by  allowing  the  member 
banks  to  advertise  their  deposits  as  guaranteed,  assumed  a 
moral,  altho  not  legal,  obligation  to  see  that  they  are  paid  in 
full.  The  deposits  of  the  Scandinavian  American  were  pri- 
marily savings  accounts.  Approximately  21,000  depositors 
had  claims  against  the  institution  when  it  failed.  Of  these 
only  a  negligible  number  were  in  a  position  to  recover  by  off- 
setting deposits  against  loans  made  to  the  bank.  A  few  who 
would  otherwise  have  had  the  right  to  offset  lost  it  because 
their  paper  had  been  rediscounted  with  the  Federal  Reserve 
Bank.  Of  the  $2,304,000  of  rediscounts  at  the  time  of  failure, 
only  $8,787  remained  uncollected  December  19,  1921.  Altho 
the  depositors  have  not  been  benefited  by  these  collections,  it 
is  evident  that  the  losses  to  the  Federal  Reserve  Bank  will  be 
negUgible. 

An  interesting  by-product  of  this  failure  was  a  great  in- 
crease in  postal  savings  deposits.  It  was  officially  reported 
that  $1,302,070  was  added  to  the  postal  savings  at  the 
Seattle  Post  Office  during  July.  On  the  whole,  however, 
confidence  in  the  banks  of  the  community  was  not  seriously 
impaired. 

The  fact  that  deposits  were  guaranteed  cannot  be  held 
responsible  for  the  reckless  banking  which  wrecked  the  Scan- 
dinavian American  Bank.  Its  bad  administration  began 
years  before  its  admission  to  the  guaranty  fund.  Doubt- 
less, however,  its  membership  in  the  fund  gave  many  de- 
positors a  false  sense  of  security. 

If  the  opinion  of  Mr.  Cooke  proves  true  that  *' still  more 
states  will  be  led  by  the  present  bank  casualties  to  adopt  the 
plan,"  the  Washington  situation  should  be  studied  with  care 
to  see  what  lessons  may  be  learned.  The  guaranty  principle 
is  ^^  insurance  and  nothing  else."  ^  As  such  it  demands  a 
scientific  distribution  of  risk.  Whether  a  feasible  plan  of 
underwriting  large  risks  can  be  devised  is  not  clear.    The 

4.  Robb.  The  Guaimnty  of  Bank  Depodti,  p.  200. 
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Scandinavian  American  failure  was  the  largest  ever  ex- 
perienced in  Washington.  To  throw  the  burden  of  its  losses 
on  about  120  small  banks  clearly  threatened  ruin  to  these  — 
a  possibility  that  should  have  been  foreseen.  That  it  was  not 
foreseen  is  conclusive  evidence  that  greater  care  must  be 
exercised  in  devising  state  systems. 

Howard  H.  Preston. 

Univbbsity  op  Washington, 

SbATTLB,  WASmNGTON. 
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The  outstanding  difference  between  international 
trade  under  the  gold  standard  and  under  inconvertible 
pai)er  lies  in  the  comparative  instabiUty  of  the  foreign 
exchange  mechanism  under  a  paper  regime.  Where 
gold  is  the  basis  of  the  monetary  systems  in  the  trading 
countries  a  single  fixed  parity,  determined  by  the  numer- 
ical ratio  between  the  physical  weights  of  the  units  of 

860 
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The  first  includes  the  mcidental  and  rather  sununary 
treatments  presented  in  various  general  works  on  inter- 
national trade  or  on  monetary  theory,  and  may  be 
passed  by  without  further  notice  here.  Despite  their 
many  profitable  suggestions  and  interesting  points  of 
view,  no  systematic  treatment  of  the  problem  as  a  whole 
is  attempted  in  any  one  of  them.^  The  second  has  to  do 
with  the  question  of  the  trade  between  an  inconvert- 
ible paper  and  a  gold  standard  country;  and  while  the 
resulting  data  and  conclusions,  especially  those  dealing 
with  relative  price  movements,  are  important  and  val- 
uable for  the  light  they  cast  on  our  problem  this  group 
of  writings,  as  a  whole,  does  not  concern  us  directly:  it  is 
occupied  with  a  related  but  different  question.*  Like  the 
first  group,  it  may  be  neglected  here  except  for  inci- 
dental reference  later.  Finally,  there  remains  the  body 
of  discussion  centering  around  the  purchasing-power- 
parity  doctrine.  This  doctrine,  and  the  controversy  to 
which  it  has  given  rise,  presents  the  only  important 
systematic  attempt  that  has  heretofore  been  made  to 
solve  the  problem  of  foreign  trade  imder  the  rigid  paper 
hypothesis,  and  it  therefore  requires  somewhat  more 
detailed  attention. 

The  doctrine  was  first  advanced  by  the  Swedish  econ- 
omist Cassel,  in  the  Economic  Journal  for  1916,  and 
was  elaborated  by  him  in  subsequent  years.    It  has 

1.  The  r«Mler  is  referred  eapedaUy  to  M.  Bourgoln,  La  Meeure  de  1*  Vdeur  (Fuit, 
1800),  pp.  177  and  following,  for  a  brief  but  illumiiutinK  dieeuMioii  of  the  parity  of 
exchange  under  PHXtr;  and  to  R.  G.  Hawtrey,  Curreney  and  Credit  (London,  1010), 
for  a  novel  and  lucfcttiTe  approach  to  the  general  monetaiy  a^Mcta  of  international 
trade. 

» 

2.  The  problem  waa  first  eonaiderod  deductively  by  Profeeeor  Ttuuaig  in  the  Quar- 
terly Journal  of  E^nomioe  for  May,  1017,  and  later  by  Profeeeor  Hollander.  A  ■iiiiiiiifiil 
attempt  to  verify  Profeeeor  Tauaeig'e  theoretical  oonohiaiona  haa  recently  been  made 
by  Dr.  Graham  (F.  D.  Graham.  International  Trade  of  the  United  SUtea.  1882-70. 
Unpubliahed  Ph.D.  thesis,  dated  1010.  now  in  the  Harvard  Univeratty  library).  Gnham 
drew  much  of  his  statistical  material  from  W.  C.  Mitchell's  History  of  the  Greenbaeka 
(Chicago,  1003).  See  also  J.  H.  Williams,  Argentine  International  Thule  (Ckmbiidie, 
1020). 
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be  corrected,  and  will  not  affect  the  permanent  purchas- 
ing-power-parity. 

A  detailed  criticism  of  this  interesting  doctrine,  which 
seems  to  me  quite  untenable,  is  impossible  within  the 
limits  assigned  to  this  pai)er.  I  shall  simply  state  my 
objections  briefly,  without  attempting  any  comprehen- 
sive proof.  In  the  first  place  Cassel's  qualifications, 
which  are  far  more  extensive  now  than  they  were  in 
1916,  deprive  the  doctrine  of  much  of  its  original  force 
and  novelty.  Second,  his  rejection  of  the  balance  of 
trade,  of  loans,  and  of  similar  forces,  as  primary  and 
permanent  determinants  of  the  movement  of  exchange 
rates,  is  hardly  justifiable.  Third,  his  neglect  of  money 
incomes  —  which  are  often  themselves  causes  of  changes 
in  the  prices  of  international  goods,  not  merely  depend- 
ent on  such  prices  —  is  at  least  open  to  serious  question. 
Finally,  and  most  important  of  all,  his  reliance  upon  the 
nebulous  *' general  price  level"  as  the  determinant  of 
exchange  rates  involves  an  assumption  true  only  in  a 
static  condition  of  trade :  that  the  prices  of  international 
commodities  and  those  of  commodities  in  general  move 
together  in  such  close  relationship  that  a  comparison  of 
general  purchasing  powers  as  between  countries  can  be 
taken  to  have  real  significance  for  the  purposes  of  inter- 
national trade.  But  the  ordinary  situation  is  dynamic 
rather  than  static,  changing  rather  than  fixed;  and  the 
investigations  of  Professor  Graham,  Professor  Williams, 
and  others  give  adequate  statistical  support  to  the  the- 
oretical conclusion  that  in  times  of  change  international 
prices,  as  quoted  in  an  inconvertible  paper  coimtry,  can 
and  do  move  for  many  months  quite  without  any  neces- 
sarily direct  and  predictable  relation  to  purely  domestic 
prices,  or  to  the  so-called  general  price  levels  Insofar  as 

7.  A  aimiUur  oonolunon  can  lecitmuttely  be  dimwn,  I  tUiik,  from  MJirfwIl,  ahho  ha 
does  not  go  into  this  problem  speoificaUy.  Op.  dt.,  Put  H,  ebap.  6^  mmI  wpenJiHy  pp. 
272-275. 
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more  definitive  investigations.  Nor  has  any  statistical 
verification  of  the  particular  views  here  advanced  been 
attempted :  I  have  had  neither  the  time  nor  the  data  for 
an  inductive  study.*  I  shall  begin  by  setting  up  certain 
assumptions,  designed  to  remove  unnecessary  complexi- 
ties from  the  analysis.  They  are,  first,  the  abstraction  of 
gold  in  conformity  with  the  rigid  paper  hypothesis; 
second,  trade  between  only  two  coimtries,  A  and  B, 
with  no  others  affecting  their  relations;  third,  fixed 
quantities  of  paper  ciurency  in  each  coimtry;  and 
fourth,  fairly  complete  competition  in  and  between  the 
two  countries.  The  qualifications  which  these  assump- 
tions will  make  logically  necessary  in  the  conclusions  of 
the  later  discussion  are  fairly  obvious,  and  for  the  sake 
of  brevity  no  systematic  attempt  will  be  made  to  remind 
the  reader  of  them  at  each  step.  They  do  not  of  them- 
selves impair  the  validity  of  the  results  obtained,  altho 
they  may  admittedly  obscure  or  delay  the  appearance  of 
those  results. 

To  these  assumptions  must  be  added  the  further 
statement  that  the  whole  field  of  the  so-called  ''invisible 
items"  is  deliberately  avoided  here  as  far  as  possible, 
either  by  the  method  of  isolation  of  effects  or  by  assign- 
ing them  a  negative  and  dependent  rdle:  our  primary 
concern  is  with  the  conunodity  field.  While  the  argu- 
ment will  necessarily  lose  something  of  the  appearance 
of  reality  by  this  abstraction,  it  gains  in  simplicity,  and 
it  does  not  seem  to  me  that  its  substantive  results  are 
materially  altered.  If  one  country  has  a  balance  to  pay 
to  another  it  may  make  part  of  its  payments  in  the  form 
of  invisible  items  as  distinct  from  commodities,  but  this 
fact,  while  it  may  either  exaggerate  or  diminish  the 
amount  of  the  change  in  the  commodity  situation,  will 

8.  Extant  ttatistiot  on  the  movements  of  war  prioee,  for  example,  are  a*  yet  ineomp 
i;»lete,  and  they  do  not  make  tuoh  a  eeparatioo  of  the  TaikNie  kinde  of  prieee  ae  k 
tial  to  a  study  of  the  type  here  outlined. 
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In  the  present  section  we  are  concerned  with  '^  short- 
time"  phenomena,  and  a  definition  of  the  short-time 
period  alone  is  here  necessary;  the  definition  of  the 
'transitional"  and  the  ''long-run"  periods  may  be  left 
for  the  two  later  sections  which  are  given  to  their  study. 
By  short-time  is  meant  a  period  so  brief  that  the  under- 
lying conditions  which  ultimately  determine  the  coiu'se 
of  international  trade  —  conunodity  demand  and  sup- 
ply schedules  in  each  country,  the  ''invisible  items" 
(shipping  charges,  permanent  foreign  investment,  and 
so  on),  and  similar  forces  —  do  not  undergo  any  material 
change,  and  can  be  regarded  as  substantially  constant. 
For  the  purposes  of  the  analysis  of  short-time  mechan- 
isms immediately  following,  a  period  of  a  few  days  is 
long  enough,  and  the  assumption  of  substantial  stability 
in  this  period  is  therefore  tenable.  No  important  change 
in  the  determinant  conditions  will  occur  in  this  brief 
time.  (The  question  of  the  probable  duration  of  that 
stability  imder  the  conditions  of  actual  trade  is  re- 
served for  treatment  elsewhere.)  It  may  also  be  ob- 
served that  the  foreign  exchange  market,  which  is  in 
large  measure,  of  course,  ultimately  dependent  on  and 
governed  by  the  conunodity  market,  has  in  this  short- 
run  period  an  independent  existence  prior  to  the  com- 
modity market.  As  will  appear  more  clearly  later, 
commodity  prices  proximately  follow  instead  of  deter- 
mine the  prices  of  bills. 

With  these  assumptions  and  definitions  as  the  basis, 
we  can  now  turn  to  our  first  principal  problem,  the  anal- 
ysis of  the  mechanisms  governing  the  operation  of  the 
foreign  exchange  market  in  a  given  short-time  period. 
This  analysis  will  deal  with  four  questions,  to  be  taken 
up  in  order:  first,  the  nature  of  the  principal  media  of 
international  payment;  second,  the  mechanism  of  the 
exchange  market  within  any  given  country,  and  the 
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period,  and  to  set  up  any  general  rule  for  the  determinar 
tion  of  the  exchange  rate?  As  far  as  any  ^ven  bill  or 
draft  is  concerned,  the  rate  of  exchange  is  obviously 
nothing  more  than  the  numerical  ratio  between  the 
price  of  that  bill  in  the  money  of  the  one  country  and  its 
price  in  the  money  of  the  other;  between  the  amount  of 
money  that  is  given  for  it  in  the  country  of  origin  and  the 
amount  of  money  it  will  command  when  presented  for 
collection  or  payment  in  the  other  coimtry.  But  what 
happens  when  a  large  number  of  such  bills  and  drafts  are 
being  offered  or  demanded  simultaneously?  Let  us  be- 
gin by  assuming  for  the  moment  that  commodity  bills 
and  bankers'  drafts  are  the  only  media  of  international 
payment  being  employed.  The  international  bankers  of 
any  given  country,  as  A,  are  on  any  given  day  handling 
two  sets  of  bills  and  drafts.  One  consists  of  the  bills  and 
drafts  originally  drawn  in  B  and  now  sent  to  A  for  col- 
lection or  payment.  This  set,  however,  was  subjected  to 
a  valuation  process  in  the  exchange  market  at  some  pre- 
vious date;  that  is,  its  values  have  already  been  deter- 
mined, with  reference  to  the  exchange  rate  then  current, 
in  terms  of  the  currency  of  the  one  country  and  the 
other.  Once  this  valuation  was  made  it  passed  out  of  the 
sphere  of  the  exchange  market  proper.  The  other  set 
consists  of  the  bills  and  drafts,  originating  in  A,  which 
on  the  given  date  are  being  presented  to  or  by  A's  inter- 
national bankers  for  purchase  or  sale.  These  bills  are 
the  ones  entering  into  A's  exchange  market  for  the  given 
day  in  question,  and  hence  the  ones  governing  the  short- 
time  determination  of  the  exchange  rate,  so  far  as  A 
alone  is  concerned. 

Banking  and  commercial  practice  may  result  in  either 
of  two  situations  with  respect  to  these  bills.  Either 
bankers'  purchases  and  sales  of  drafts  will  approxi- 
mately offset  one  another;  or  they  will  not.  Under  in- 
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direct  action  of  the  bankers  themselves  in  changing  the 
price  they  will  give  or  receive;  that  is,  in  changing  the 
exchange  rate  quotation.  The  rate  of  exchange,  as  far  as 
this  set  of  operations  alone  is  concerned,  then  emerges 
as  the  approximate  numerical  ratio  between  the  total 
money  values,  measured  in  A's  money,  that  are  payable 
to  A,  and  the  total  money  values,  measiu^d  in  B's 
money,  that  A  has  to  remit  to  B. 

The  same  process  will,  of  course,  take  place  in  B  on  the 
given  day.  Since  substantially  the  same  rate  will  prevail 
in  both  countries  at  any  one  time,  the  rate  actually  ar- 
rived at  will  be  a  product  or  resultant  of  market  condi- 
tion in  both  countries.  On  any  given  day  the  media  of 
payment  originating  in  A  will  tend  to  produce  one  rate, 
while  those  originating  in  B  may  tend  to  produce  an- 
other, but  telegraphic  communication  will  prevent  the 
existence  of  more  than  one  rate  at  any  given  time.  And 
the  tendency  of  the  total  money  values  of  media  of  pay- 
ment chargeable  against  and  payable  to  either  country 
to  approach  equality  will  of  course  remain  effective, 
with  the  qualification  that  the  operation  of  the  tendency 
in  the  one  coimtry  will  be  somewhat  modified,  and  re- 
tarded or  accelerated,  by  conditions  in  the  other.  Any 
inequalities  between  supply  and  demand  arising  in 
either  coimtry  from  the  adjustment  of  the  rate  will  soon 
disappear,  through  the  operation  of  the  mechanism  just 
discussed.  And  when  the  bills  and  drafts  here  considered 
are  later  presented  in  B  for  collection  or  payment,  their 
total  money  values  in  B's  money  will  also  approximate 
equality,  since  the  two  sets  of  values  are  translated  from 
the  terms  of  A's  money,  in  which  they  are  substantially 
equal,  to  those  of  B's  money  at  precisely  the  same  rate  of 
exchange. 

These  conclusions,  however,  have  been  based  on  the 
assumption  that  bankers'  sales  and  purchases  tended 
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payment  to  approach  equality  hence  continues  as  effec- 
tive as  before,  but  with  this  difference:  the  equality  now 
exists,  not  between  total  values  of  media  originating  in 
A  alone,  but  between  the  total  values  of  media  originat- 
ing in  A  and  chargeable  against  A,  and  those  of  media 
originating  in  A  and  payable  to  A,  plus  a  certain  net 
balance  of  other  media  payable  to  A  but  originating  in 
B  (translated  into  terms  of  A's  currency  at  the  rate  of 
exchange  prevailing  when  they  were  credited  to  A's  ac- 
count in  B). 

The  foregoing  discussion,  for  the  sake  of  simplicity, 
assumed  commodity  bills  and  drafts  to  be  the  only 
media  of  international  payment  employed.  Under  the 
conditions  of  actual  trade,  however,  all  of  the  types  of 
media  previously  mentioned  are  or  may  be  used.  But 
even  if  we  include  all  of  these  various  types,  the  tend- 
ency to  an  equality  of  total  money  values  of  media  of 
payment  continues  to  be  substantially  valid. 

A  brief  consideration  of  the  proximate,  short-time  re- 
sults of  a  disturbance  in  the  exchange  market  will  make 
this  clear.  Such  disturbances  may  arise  from  either  or 
both  of  two  sources:  from  commodity  transactions,  or 
from  the  ''invisible  items"  field,  especially  international 
borrowing.  Let  us  take  a  disturbance  in  commodity 
transactions  first,  and  assume  that  because  of  a  marked 
increase  in  commodity  imports,  A  has  a  large  balance  of 
payments  to  make  to  B.  Assume  also  that  the  disturb- 
ance arises  suddenly,  in  the  course  of  a  few  days  —  an 
assumption  of  course  contrary  to  the  usual  course  of 
events,  but  one  which  will  simplify  the  discussion  some- 
what. This  situation  will  obviously  upset  the  previously 
existing  equality  of  total  money  values  of  media  of  pay- 
ment in  A,  so  far  as  commodity  bills  and  drafts  are  con- 
cerned. The  volume  of  drafts  now  demanded  from  A's 
bankers  to  pay  for  the  new  imports  will  greatly  exceed 
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view  outright  sales,  and  not  simply  loans.  And  this 
short-time  equilibrium  within  either  country  obviously 
must  tend  to  prevail.  Commodity  transactions  must  be 
paid  for  almost  at  once,  and  international  bankers  will 
not  aa  a  rule  permit  large  balances  to  remain  long  un- 
paid aa  between  themselves;  they  will  not,  and  indeed 
cannot,  carry  large  transactions  on  their  own  capital 
alone  for  any  considerable  period.  Even  if  they  do 
so  cany  transactions  the  operation,  whether  under- 
taken for  the  benefit  of  commodity  dealers  or  for  other 
banks,  becomes  in  effect  a  loan  by  one  country  to  the 
other.  Under  the  preceding  argument  this  loan  must  be 
placed  \mder  the  head  of  media  of  international  pay- 
ment, and  be  credited  or  debited  at  the  rate  of  exchange 
prevailing  when  the  loan  is  contracted. 

A  similar  type  of  argument  applies  in  substance  to  the 
correction  of  disturbances  arising  in  the  "invi^ble 
items"  fields.  New  international  borrowing  on  a  large 
scale,  for  example,  will  in  the  short-time  period,  that  is  to 
say  in  the  first  instance,  be  offset  by  increased  move- 
menta  of  commodity  bills,  drafts,  short-  and  long-time 
borrowings,  and  so  on,  in  the  other  direction,  with  the 
net  result  that  an  approximate  equilibrium  between 
"  media  of  payment,"  in  the  larger  sense  of  the  latter 
term  indicated  above,  will  be  restored  in  each  country. 
If  such  an  equilibrium  does  not  prevail  at  any  given 
time  the  exchange  rate  will  move,  and  by  its  movement 
restore  substantial  equality.  Either  the  movement  will 
cause  a  change  in  the  volmne  of  the  demand  for  or 
the  supply  of  media  of  international  payment  in  each 
coimtry  (especially  of  finance  bills  and  other  short-time 
borrowings,  since  the  volume  of  commodity  transactions 
and  of  long-time  investments  cannot  be  materially  in- 
creased in  a  few  days'  time),  or  it  will  change  the  rate  at 
which  money  values  are  translated  from  the  one  ciu-- 
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market  on  that  given  day  alone;  speculation  and  other 
'^ extra-mechanical"  forces  wiU  to  some  extent  modify 
its  theoretically  rigid  determination,  and  tend  to  aver- 
age up  the  day-ta<lay  fluctuations  in  the  demand  and 
supply  of  media.  Since  these  other  forces,  however, 
must  of  necessity  find  their  expression  through  the 
agency  of  total  money  values,  their  existence  does  not 
constitute  an  exception  to  the  forgoing  analysis. 

The  preceding  paragraphs  have  been  concerned  with 
the  nature  of  the  short-time  equilibrimn  tendencies  ap- 
pearing within  a  given  country  with  respect  to  media  of 
pajrment.  There  is  also  some  reason  for  believing  that 
an  equilibrium  tendency  exists,  even  imder  paper,  be- 
tween the  two  countries:  that  in  the  short-time  period  a 
true  par  of  exchange  wiU  appear.  But  whereas  the 
equilibrixmi  of  media  of  payment  wiU  tend,  I  think,  to 
hold  good  for  any  time  period  whatsoever  under  paper, 
precisely  as  it  does  under  gold,  any  given  parity  imder 
paper  is  wholly  dependent  for  its  existence,  as  will  be 
demonstrated  shortly,  upon  the  existence  of  substantial 
stability  in  what  have  been  described  as  the  '^  under- 
lying conditions"  governing  international  trade,  and  is 
indeed  created  by  that  stability.  As  soon  as  these  con- 
ditions change  materially  in  either  coimtry  the  given 
parity  is  destroyed. 

The  question  of  how  long  this  "stability"  may  prop- 
erly be  supposed  to  continue  is  too  open  to  debate  to 
permit  the  basing  of  any  very  positive  conclusions  upon 
its  existence,  and  I  shall  therefore  simply  present  for 
what  it  is  worth  a  brief  outline  of  the  argument  leading 
to  a  belief  in  the  existence  of  a  paper  parity,  withoutat- 
tempting  to  make  this  parity  an  integral  part  of  the 
general  structure  of  the  international  exchimge  process 
under  paper.  It  must  also  be  remembered  that  even  if 
such  a  parity  does  exist,  its  actual  importance  in  the 
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affect  the  underlying  conditions,  such  as  an  inaccuracy 
in  the  competitive  mechanism,  to  move  relatively 
against  A.  These  results  wiU  then  follow.  First,  an 
increased  offer  in  A  of  commodity  bills,  a  decreased  de-> 
mand  for  bankers'  drafts,  and  so  on  through  the  other 
media  of  pajrment,  together  with  an  increase  in  the  total 
money  values  of  bankers'  purchases  in  A,  and  a  decrease 
in  their  sales.  Second,  an  increase  in  the  total  money 
values  of  media  chargeable  against  A,  and  a  decrease  in 
those  payable  to  A;  and  an  opposite  movement  in  B, 
Finally,  altho  the  temporary  cause  of  the  disturbance  is 
soon  removed,  and  the  additional  payments  due  to  B  are 
soon  made,  a  rate  of  exchange  will  remain  which  leaves 
A's  bankers  with  balances  to  pay  to  B's  bankers:  the 
mediarof-payment  equilibrixmi  (Formula  I)  is  upset. 
At  this  rate,  favorable  to  those  having  payments  to  re- 
ceive in  A  and  imf avorable  to  those  in  A  who  have  pay- 
ments to  make  to  B,  the  supply  of  media  payable  to  A  is 
in  excess  of  the  demand  for  media  chargeable  against  A, 
and  A's  bankers  will  therefore  quote  a  new  rate,  that  is 
to  say  will  offer  a  new  price,  more  in  A's  favor.  For  such 
a  rate  will  tend  to  restore  substantial  equilibrium  be- 
tween the  total  money  values  of  media  of  payment,  and 
to  make  the  bankers'  accoimts  with  B  balance.  The  re- 
verse process  will  take  place  in  B.  At  the  same  time  the 
movement  of  the  rates  against  A  makes  A  attractive  to 
B's  bankers  and  exchange  speculators  for  the  placing  of 
short-time  loans  (if  they  suppose,  that  is,  that  the  rate 
will  eventually  return  to  something  like  its  original 
level).  This  short-time  lending  will  of  itself  tend  to  shift 
the  rates  in  A's  favor,  since  it  represents,  for  the  mo- 
ment, an  attempt  by  B  to  make  payments  to  A. 

Both  sets  of  forces,  international  short-time  borrow- 
ing and  the  direct  effect  of  changes  in  bankers'  quota- 
tions of  rates  in  the  exchange  market,  are  thus  working 
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the  absence  of  a  definite  basis  for  the  parity,  such  as 
that  provided  by  the  ratio  between  physical  weights  of 
standard  coins  under  the  gold  standard,  the  operation  of 
the  ''determinant  forces"  will  probably  not  be  suffi- 
ciently rigid  and  accurate  to  cause  the  emergence  of  a 
single  flat  rate.  Within  this  zone,  any  rate  will  pre- 
sumably satisfy  trade  conditions,  and  operate  as  an 
effective  parity.  As  to  the  probable  width  of  the  zone, 
it  is  hard  to  say.  Even  under  paper  a  movement  in  the 
rates  as  great  as  two  or  three  per  cent  would  probably 
cause  a  marked  counter  adjustment  in  the  exchange 
market,  but  beyond  that  I  should  hesitate  to  go. 


Ill 

We  pass  now  from  the  short-time  mechanisms  gov- 
erning media  of  international  pajrment  to  our  second 
principal  problem:  the  commodity  market  and  the  rela- 
tionships between  the  total  money  values  of  a  given 
country's  commodity  imports  and  exports.  In  mii.lring 
this  transition  we  must  also  change  the  time  period  to  be 
held  in  view.  For  the  treatment  of  the  proximate  forces 
of  the  exchange  market,  the  "short-time"  period  de- 
fined above  was  a  satisfactory  basis.  But  changes  in  the 
commodity  situation  usually  require  a  time  much  longer 
than  any  one  such  period  to  work  themselves  out.  On 
the  other  hand,  the  present  section  is  not  concerned  with 
the  ultimate  effects  on  the  general  levels  of  commodity 
prices  and  money  incomes  of  such  changes :  these  ques- 
tions will  be  taken  up  at  a  still  later  stage.  Rather,  it  is 
primarily  concerned  with  the  proximate  mechanism  by 
which  changes  in  the  exchange  market  are  transmitted 
to  commodity  prices  and  movements,  and  with  the  im- 
mediate effects  of  such  changes  on  these  prices  and 
movements.   The  time  area  involved  is  necessarily  inr 
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Isring  determinants  of  that  trade  to  be  in  a  state  of  sub- 
stantial stability,  we  shall  here  consider  only  the  changesi 
within  the  limits  of  that  stability,  which  may  arise  in 
the  media  of  payment  —  commodity  relationship  in  a 
comparatively  dhort-run  period.  The  discussion  in- 
volves three  questions,  which  will  be  taken  up  in  order: 
first,  the  conditions  proximately  determining  the  total 
money  values  paid  and  received  for  conmiodity  imports 
and  exports;  second,  the  nature  of  the  eq^iilibriiun  tend- 
encies between  such  money  values;  and  third,  the 
process  by  which  the  voliune  of  conmiodity  movements 
is  affected.  After  this  examination  of  the  character  of 
the  particular  mechanisms  involved  has  been  com- 
pleted, an  attempt  will  be  made  to  trace  the  operation 
of  the  mechanism  as  a  whole  in  a  specific  case  of  dis- 
turbance. 

(1)  If  we  define  import  prices  as  the  prices  that  the 
importer  pays  for  the  given  conmiodities  in  the  money 
of  his  own  coimtry,  and  similarly  define  export  prices  as 
the  prices  received  by  the  exporter  in  the  money  of  his 
country,^  it  is  obvious  that  the  conmiodity  market  is,  in 
the  first  instance  at  least,  dependent  on  and  in  point  of 
time  subsequent  to,  the  exchange  market:  the  prices 
actually  paid  or  received  for  commodities  in  the  com- 
modity market  are  the  prices  previously  paid  or  received 
(with  allowance  for  brokers'  charges)  in  the  exchange 
market  for  the  media  of  payment  based  on  these  com- 
modities. But  it  is  also  obvious  that  the  given  com- 
modity prices  may  be  paid  and  received  not  at  the  same 
instant  that  the  corresponding  prices  are  paid  and  re- 
ceived for  the  corresponding  media  of  pajmaent  (that  is, 
not  when  the  total  money  values  of  these  media  are 
determined,  in  the  money  of  the  one  coimtry  and  of  the 

7.  That  is,  we  are  not  here  oonoemed  with  the  price  that  the  ultimate  ooMomer 
giree.  or  that  the  ultimate  producer  receives,  unless  these  persona  ohanoo  to  be  them- 
selves importing  or  exporting  directly. 
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price  which  is  received  in  the  other  country  for  these 
goods  may  be  determined  then;  or  the  precise  sum  that 
the  exporter  was  to  receive  in  the  money  of  his  own 
country  may  have  been  agreed  upon  previously.  In  the 
latter  case  the  import  price  will  be  determined  by  trans- 
lating this  export  price  into  terms  of  the  other  ciurency 
at  the  now  ciurent  rate  of  exchange,  and  will  be  estab- 
lished at  a  time  subsequent  to  the  establishment  of  the 
export  price  by  at  least  the  length  of  time  required  to 
ship  the  conmiodities.  The  same  thing  holds  substan- 
tially true  if  the  exporter,  on  the  basis  of  his  sales  con- 
tract with  the  importer  in  the  other  country,  is  able  to 
borrow  from  a  bank  the  amoimt  (subject  of  course  to 
discoimt  by  the  bank)  that  he  will  later  receive  from  the 
importer. 

This  lag,  however,  arises  only  in  relation  to  a  given 
commodity  transaction,  and  does  not  necessarily  occiu* 
in  all  cases,  and  while  its  general  effect  is  probably  to 
cause  the  import  prices  of  a  particular  parcel  of  com- 
modities to  lag  behind  the  corresponding  export  prices, 
it  is  perhaps  not  very  important.  The  second  lag, 
which  affects  the  general  body  of  commodity  transac- 
tions as  a  whole,  is  of  greater  significance.  It  arises  from 
the  fact  that  the  full  effects  on  conmiodity  prices  of  any 
important  change  in  the  level  of  the  exchange  rates  will 
not  necessarily  be  felt  at  once,  or  even  at  the  end  of  the 
time  lag  considered  above.  Nor  can  the  nature  of  these 
effects  be  predicted  in  general  terms.  A  given  change 
may  operate,  for  example,  to  the  disadvantage  of  A's 
importers,  relative  to  a  particular  commodity  transac- 
tion. But  only  when  the  next  contract  is  made  between 
A's  importers  and  B's  exporters  can  the  full  results  of  the 
change  be  seen,  for  the  original  commodity  transaction 
was  contracted  for  before  the  given  movement  in  the 
rates  took  place,  and  the  gain  or  loss  from  the  move- 
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indicated  lags  and  barring  other  disturbances,  in  the 
markets  for  commodities  and  services,  including  foreign 
investments;  •  and  it  therefore  follows  that  the  equilib- 
riimi  tendency  of  media  of  pajrment  in  the  "short- 
time"  period,  summarized  in  Formula  I,  will  also  tend 
to  appear  as  between  the  total  money  values  of  a 
given  country's  exports  and  imports.  That  tendency 
may  be  expressed  as  follows: 

Formula  III 

Total  money  value  in  money  of  A  of  A's  exports  = 
Total  money  value  in  money  of  A  of  A's  imports. 

The  same  formula,  of  coimse,  applies  also  to  B's  ex- 
ports and  imports. 

The  term  "imports  and  exports"  however,  imder  the 
conditions  of  actual  trade,  of  course  includes  both  com- 
modities and  services,  and  the  formula  therefore  applies 
simply  to  the  totality  of  a  given  country's  international 
dealings.  It  governs  the  total  money  values,  measured 
in  the  money  of  the  given  coimtry,  not  only  of  com- 
modity transactions,  but  also  of  international  borrow- 
ings (regarding  these  borrowings  as  being  in  the  first 
instance  an  outright  payment  from  one  country  to  the 
other,  and  their  liquidation  as  another  and  separate 
payment),  of  shipping  charges,  and  of  the  various  other 
invisible  items.^  If  all  prices  for  such  goods  and  services 

9.  Should  the  conditions  of  the  commodity  and  other  markets  thus  established  not  be 
in  substantial  harmony  with  the  underlying  economic  conditions  in  each  country,  or 
should  these  last  conditions  themsdves  change,  the  result  will,  of  course,  be  a  change  in 
the  situation  in  the  commodity  maricets,  and  a  reflection  of  this  change  in  the  exchange 
markets  and  exchange  rates.  But  such  changes  require  a  longer  time  to  work  them- 
selves out  than  the  "  transitional"  period  here  held  in  view  embraces,  and  they  involve  a 
study  of  certain  forces  not  relevant  to  the  present  discussion.  Consideration  of  them  is, 
therefore,  reserved  for  a  later  part  of  the  paper.  See  especially  the  first  half  of  Section 
IV.  below. 

1.  No  attempt  is  made  in  this  paper  to  discuss  the  meohanism  of  interaatioDal  bor> 
rowing,  but  it  is  obvious  that  such  borrowings  are  of  two  distinct  types:  shori-tlma 
loans,  effected  between  interaational  bankers,  and  primarily  a  phanomanon  of  tba 
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The  formula  here  derived  is  of  course  based  only  on 
those  commodity  (and  services)  transactions  which  are 
related  to  a  given  set  of  media-of-payment  transactions 
of  a  particular  '^ short-time"  period  in  the  exchange 
market.  When  we  attempt  to  consider  the  first  type  of 
transactions  as  a  whole,  and  to  take  an  area  in  time 
larger  than  any  one  such  short-time  period,  the  situation 
with  respect  to  commodities  and  services  becomes  very 
complicated.  It  is  no  longer  permissible  to  assume  sub- 
stantial stabihty  in  the  underljring  conditions,  and  any 
one  chain  of  effects  therefore  blims  the  operation  of  pre- 
ceding and  of  subsequent  chains,  and  in  turn  is  blurred 
by  them.  But  the  equilibrium  tendency  with  respect  to 
any  given  set  of  transactions  that  find  expression  in  a 
common  exchange  market  (whatever  be  the  time  area  of 
that  market)  of  course  continues  in  operation,  and  in  the 
long  run  will  be  substantially  effective  for  the  totality  of 
a  given  country's  trade,  irrespective  of  such  time  areas 
in  the  exchange  market  alone.  Temporary  inequalities 
in  particular  transactions  will  largely  cancel  and  dis- 
appear in  the  aggregate  of  transactions.  It  is  therefore 
presumably  true,  as  it  was  for  the  media-of-payment 
formula,  that  whatever  the  time  period  selected  as  the 
basis,  the  commodities  and  services  formula  is  sub- 
stantially valid  for  the  transactions  occurring  within 
that  given  period.* 

2.  No  attempt  has  been  made  in  the  foregoinc  diacuaekm  to  show  the  analogy  of  the 
thort>ran  meohaniam  under  inconvertible  paper  to  that  under  gcdd«  but  with  oertain  ob- 
▼iouB  ezoeptions  thia  analogy  between  the  meohaniams  aa  auch,  tho  of  oouree  not  between 
the  reeulte  of  their  operation,  ia  in  many  reepecta  very  doee.  The  three  formulae*  alio, 
with  the  qualifications  made  neoeaaary  by  the  introduction  of  gold  aa  a  part  of  the  legal 
currency,  are  preaumably  aa  valid  under  the  gold  atandard  aa  under  paper.  An  applioa- 
tion  of  the  method  of  analyaia  outlined  in  thia  paper  to  the  conditkwa  of  international 
trade  under  the  gold  atandard,  whoe  a  conduaive  atatiatioal  baaia  can  more  eaaily  hm 
obtained,  might  well  caat  new  light  on  the  older  theory. 

It  may  be  added  that  a  formula  for  the  determination  of  the  exchange  rate  can  be  baaed 
on  exporta  and  importa.  Since  one  country'a  ezporta  are  the  other  ooontvy'B  importi, 
under  the  original  aaaumption  of  trade  between  only  two  ooontriea,  the  rate  ean  be  re- 
garded aa  the  numerical  ratio  between  the  total  money  valuea  in  the  money  of  A  of  A'a 
exporta,  and  the  total  money  valuea  in  the  money  of  B  of  B*b  iifiporta;  or  viee 
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the  flow  of  goods.  If  on  the  other  hand  the  result  of  the 
movement  of  the  exchanges  against  A  were,  not  a  rise  in 
A's  commodity  price  levels,  but  a  fall  in  B's  price  levels 
with  no  change  at  all  in  A,  the  opposite  chain  of  argu- 
ment would  apply  to  B's  exporters  and  importers.  The 
volmne  of  B's  commodity  exports  might  stay  the  same, 
or  fall  off;  of  imports,  stay  the  same  or  increase.  Finally, 
if  the  movement  of  the  rates  affected  commodity  prices 
in  both  countries,  as  would  more  probably  happen  in 
actual  trade,  the  result  would  be  an  unpredictable  and 
indeterminate  blending  of  these  two  types  of  change  in 
commodity  movements.  And  the  closeness  with  which 
the  change  in  commodity  movements  would  follow  that 
in  the  exchange  rates  is  also  impredictable.  In  addition 
to  the  "lags"  of  commodity  prices  behind  the  prices  of 
media  of  payment,  there  is  also  a  possible  lag  due  to  the 
varying  rapidity  with  which  exporters  and  importers  can 
or  will  change  the  volmne  of  their  purchases  and  sales. 

Only  by  assmning  a  movement  in  the  exchange  rates 
so  great  and  of  such  duration  that  if  a  loss  were  involved 
exporters  and  importers  and  the  distributive  systems 
could  not  absorb  it,  or  that  if  a  gain  were  involved 
competition  would  break  up  any  general  attempt  to  mo- 
nopolize it,  can  we  safely  assert  that  a  change  in  the  vol- 
mne of  commodity  movements  will  necessarily  follow  a 
movement  in  the  exchange  rates.  And  even  with  this 
assmnption  neither  the  amount  of  the  change  nor  the 
closeness  with  which  it  will  follow  the  movement  in 
rates  can  be  definitely  predicted ;  only  its  direction  can 
be  foreseen.  Finally,  the  various  alternative  results 
that  can  follow  any  given  movement  in  the  exchanges 
are  so  niunerous  that  a  positive  statement  as  to  the 
nature  of  the  probable  effects  on  conmiodity  price 
levels,  and  on  commodity  movements  in  general,  can 
have  but  httle  significance.  Before  any  one  such  move- 
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ment  can  work  itself  out  another  will  b^in,  and  the  re- 
sults of  the  first  will  become  inextricably  blended  with 
those  of  the  second.  The  effects  of  such  a  movement  on 
-the  '^invisible  items''  will  be  equally  complex  and  un- 
predictable, but  under  the  original  assumptions  leading 
to  a  virtual  elimination  of  this  field  they  may  be  ignored 
here;  granted  monetary  stability,  the  dominant  and 
determinant  factor  in  international  trade  will  of  neces- 
sity be  commodity  transactions  and  commodity  move- 
ments. 

We  have  now  completed  our  examination  of  the  va- 
rious elements  of  the  mechanism  which  proximately  con- 
nects the  exchange  market  with  conmiodity  prices  and 
commodity  movements  in  the  "transitional"  period. 
To  present  a  more  coherent  pictiu'e  of  that  mechanism 
as  a  whole  it  will  perhaps  be  profitable  to  trace  through 
the  effects  of  its  operation  in  a  specific  illustrative  case 
of  disturbance  —  disregarding,  for  the  purpose  of  the 
argument,  the  effects  of  those  subsequent  disturbances 
which  would  almost  certainly  arise  in  actual  trade  before 
the  original  chain  had  worked  itself  out.  Let  us  take  two 
coimtries,  A  and  B,  and  assume  that  some  change  in  the 
general  industrial  conditions  of  B  results  in  a  consider- 
able increase  in  B's  demand  (in  the  schedule  sense)  for 
imports  of  steel  from  A.  Assiune  also,  to  simplify  the  dis- 
cussion, that  the  net  result  is  a  permanent  increase  in  the 
voliune  of  these  steel  movements.'  What  will  happen? 

B's  demand  for  A's  steel  has  undergone  a  marked  in- 
crease in  the  schedule  sense,  but  the  new  price  level  for 
imported  steel,  whether  higher  or  lower  or  the  same  as 
before,  and  the  extent  of  the  increase  in  the  voliune  of 

3.  In  other  words  we  are  materially  altering  the  "underiying  conditions"  governing 
trade,  and  attempting  to  trace  the  prooees  by  which  exchange  and  commodity  markets 
adjust  themselves  to  the  new  status  of  these  conditions.  To  simplify  the  discussion  still 
further  we  may  also  assume  that  the  change  takes  place  rapidly,  and  that  the  under- 
bring  conditions  then  resume  substantial  stability  for  some  time,  tho  of  course  on  a  new 
level;  that  is,  no  further  fundamental  disturbances  are  introduced. 


INTERNATIONAL  TRADE  395 

commodity  movements,  camiot  be  determined  except 
with  reference  to  the  new  level  of  costs  of  production  for 
steel  in  A,  and  to  the  exchange  rate.  The  cost  of  pro- 
ducing steel  in  A  will  presumably  rise  at  first,  from 
the  operation  of  temporary  increasing  costs,  altho  ul- 
timately, when  the  steel  industry  has  become  adjusted 
to  the  increase  in  output,  the  operation  of  decreasing 
costs  will  probably  cause  the  price  of  steel  to  fall  below 
the  original  level.  The  transmission  of  these  various 
effects  to  the  importers  of  steel  in  B,  however,  will  in 
turn  depend  upon  the  level  of  the  exchange  rates,  and  to 
their  determination  we  must  first  turn.  It  ia  obvious 
that  if  we  can  assume  the  general  character  and  volume 
of  the  trade  between  the  two  countries  to  remain  for  the 
time  being  imaltered,  except  with  regard  to  steel,  the 
exchange  rate  will  move  in  A's  favor.  (The  detail  of  the 
change  will  be  considered  in  a  moment.)  This  move- 
ment will,  by  tending  to  lower  A's  export  prices,  dis- 
courage A's  steel  exporters,  while  by  tending  to  raise  B's 
import  prices  it  will  discoiuage  B's  steel  importers.*  The 
net  result  will  be  a  somewhat  smaller  increase  in  the 
voliune  of  steel  movements  than  would  have  taken  place 
had  the  old  exchange  rate  been  maintained;  and,  imless 
A's  steel  exporters  will  accept  the  whole  loss  in  order  to 
expand  their  market  to  the  utmost,  a  rise  in  the  prices  of 
steel  imports  in  B.^ 

4.  Theoretically,  A's  export  prioee  micht  continue  unchanted,  and  B's  import  prioee 
be  lowered  by  the  amount  of  the  shift  in  the  rates;  or  B'e  import  prioee  continue  un- 
ehanced  and  A'e  export  prioee  rise.  In  actual  trade  both  seta  of  prices  will  almost  cer- 
tainly be  affected  somewhat. 

5.  In  the  lone  run,  when  the  operation  of  decreasinff  costs  will  presumably  cause  a 
decline  in  the  prices  of  steel  exports  in  A,  the  prices  of  steel  imports  in  B  will  fall  and  the 
▼olume  of  the  steel  movements  will  increase  somewhat,  unless  the  steel  exporters  in  A 
elect  to  keep  all  the  gain  and  do  not  attempt  to  increase  sales.  If  the  total  money  yalues 
of  the  steel  exports  continue  unchanged  the  exchange  rates  wUl  not  be  affected.  If  they 
are  altered  the  rates  will  shift  also,  and  slightly  modify  these  results.  The  primary  de- 
terminants here  are  of  course  the  supply  schedule  for  steel  in  A,  and  the  demand  schedule 
in  B,  together  with  such  changes  as  may  occur  in  those  schedules. 

With  respect  to  the  general  question  of  chancssin  the  lerel  of  export  prices,  it  may  be 
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trade  of  the  two  countries  in  the  light  of  the  new  steel 
movements.^ 

The  initial  results  of  the  steel  transactions  on  the  gen- 
eral trade  situation  then  are,  first,  a  movement  of  the 
exchanges  in  A's  favor;  second,  an  increase  in  the  vol- 
ume of  A's  commodity  imports  and  a  probable  decrease 
in  the  volume  of  A's  exports  other  than  steel;  and  third, 
a  return  movement  of  the  exchanges  in  B's  favor.  Be- 
yond this  point  it  is  hardly  profitable  to  push  the  analy- 
sis of  the  mechanism.  The  changes  in  the  volume  of  A's 
exports  and  imports,  because  of  their  reaction  on  the 
demand  and  supply  schedules  of  both  coimtries,  will  in 
due  coiu-se  and  after  various  lags  again  affect  the  ex- 
changes somewhat,  and  this  movement  will  start  an- 
other cycle.  The  process  becomes  similar  to  a  decreasing 
spiral,  and  need  not  be  pursued  farther.  The  two  things 
of  significance,  which  bring  some  order  out  of  this  chaos, 
are  first,  the  tendency  of  the  total  money  values  of  the 
media  of  payment  chargeable  against  and  payable  to 
any  given  country  to  approach  equality  (Formula  I); 
and  second,  the  tendency  of  commodity  prices  and  com- 
modity movements  to  follow,  with  the  indicated  lags, 
important  changes  in  the  prices  of  the  corresponding 
media  of  payment. 

The  net  effect  on  the  exchange  rate,  so  far  as  the  steel 
transactions  alone  are  concerned,  will  probably  be  some 
permanent  shift  in  A's  favor.  Inasmuch  as  B  is  taking 
an  increased  quantity  of  goods  from  A,*  without  any 

7.  The  ultimate  result  of  the  steel  tnuMftctiont  might  be  the  dmple  tubetitation  of 
■teel  for  eome  other  eommocfity  or  oommoditiee  in  A's  export  trade;  or  A  might  be  in- 
dueed  to  Moept  new  imports  from  B  that  would  offset  the  steel  exports  in  the  exchaace 
market.  ObTiously  the  results  on  the  advantage  in  trade,  on  the  levels  of  export,  im- 
port, and  domestic  prices,  and  even  on  the  exchange  rates,  cannot  be  predicted  except  in 
terms  of  the  trade  of  particular  countries  at  particular  times;  and  even  this  prediction 
would  be  dubious.    See  the  discussion,  however,  in  the  next  section. 

8.  Any  large  increase  in  particular  commodity  imports  wUl  in  actual  trade  almost 
certainly  produce  some  permanent  increase  in  the  totality  of  imports;  and  in  the  first 
instance  will  cause  a  very  marked  inerease.    See  footnote  0  above. 


INTERNATIONAL  TRADE  399 

to  the  establishment  of  this  conclusion,  it  was  found  that 
the  exchange  rate  tends,  as  far  as  its  immediate  deriva- 
tion is  concerned,  to  be  simply  the  numerical  ratio  be- 
tween the  total  money  values  in  the  money  of  the  one 
coimtry,  and  the  total  values  in  the  money  of  the  other 
coimtry,  of  the  media  of  payment  chargeable  against  or 
payable  to  either  coimtry.  Some  reason  was  also  dis- 
covered for  believing  that  a  true  parity  might  arise,  even 
under  paper,  in  the  short-time  period,  altho  the  argu- 
ment was  admittedly  inconclusive.  Third,  an  investiga- 
tion of  the  connection  between  the  prices  of  media  of 
payment  and  the  prices  of  the  corresponding  commodi- 
ties showed  that  the  transmission  of  changes  from  one  to 
the  other  involved  certain  time  lags,  and  other  inac- 
curacies, which  are  not  entirely  predictable.  Fourth, 
the  total  money  values  of  a  given  coimtry's  exports  and 
imports  were  seen  to  have  a  constant  tendency  to 
approach  equality,  if  the  term  "imports  and  exports'' 
be  so  interpreted  as  to  include  the  invisible  items  as 
well  as  commodities.  Finally,  an  analysis  of  the  process 
by  which  the  volume  of  commodity  movements  is  af- 
fected by  c'hanges  in  the  exchange  market  revealed  the 
nature  of  the  mechanism  and  of  the  additional  time  lags 
involved,  but  showed  also  that  the  number  of  the  alter- 
native possibilities  in  any  particular  case  made  a  definite 
statement  as  to  the  net  eflfects  on  commodities  impos- 
sible, even  for  the  comparatively  brief  "transitional" 
period  in  the  life  of  the  given  operation. 

IV 

The  discussion  up  to  this  point  has  been  primarily 
concerned  with  "short-time"  or  "transitional"  mech- 
anisms in  the  foreign  exchange  and  commodity  markets, 
and  has  made  the  exchange  market  prior  in  point  of 
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alone.  If  however  we  can  be  permitted,  for  the  purposes 
of  the  argument,  to  abstract  from  these  other  disturb- 
ances, we  can  then  indicate  to  some  extent  the  probable 
nature  of  the  effects  on  prices  in  general,  and  on  money 
incomes. 

To  return  to  the  earlier  hjrpothesis,  A  is  now  export- 
ing much  more  steel  to  B  than  before.  This  increase 
may  simply  represent  a  diversion  of  A's  production  of 
steel  from  domestic  markets  to  the  export  trade,  and  a 
shift  of  labor  and  capital  from  domestic  to  export  manu- 
factiu-e,  but  more  probably  the  larger  part  of  it  at  least, 
assuming  a  substantial  increase  in  exports,  will  be  new 
production.  Furthermore,  this  new  steel  may  be  a  net 
addition  to  the  volume  of  A's  exports;  or  it  may  repre- 
sent in  some  part  simply  a  substitution  of  steel  for  ex- 
ports of  other  commodities.  The  first  alternative  will 
presumably  be  the  inunediate  result;  the  second,  the 
ultimate  one,  since  the  general  tendency  of  the  ex- 
changes to  move  somewhat  in  A's  favor  will  restrict 
those  exports  of  other  commodities  which  had  only  just 
been  profitable  at  the  former  rates.  Eventually,  then, 
the  volume  of  A's  exports  will  be  increased  by  an  amoimt 
somewhat  less  than  the  increase  in  the  volume  of  steel 
exports  alone. 

What  of  the  volume  of  A's  imports?  B  must  make  to 
A  an  increase  in  payments  great  enough  to  offset  in  the 
money  of  A  the  increase  in  A's  exports,  and  imder  the 
rigid  paper  hjrpothesis  these  payments  will  in  large  part 
be  made  in  commodities.  A  part  of  the  payments,  also, 
may  be  made  by  a  shift  in  the  balance  of  the  '^  invisible 
items,"  but  for  reasons  explained  earlier  in  the  paper 
this  form  of  payment  will  be  neglected  here.*  The  net 

0.  If  independent  dkturbanoes  in  this  fidd  be  ruled  out,  m  thejr  were  by  the  original 
hypothesia  of  ieoUtion  in  eonneetion  with  the  present  ehain  of  effeett*  the  inTiirible  iteme 
will  not  introduce  any  qualitative  modifications  into  the  conclusions  reached.  Their 
effect  will  simply  be,  by  their  abaorption  of  a  part  of  the  dfaturbanoe  in  the  fsneral  iitii»> 
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tiie  whole  A  gains,  and  B  loses,  from  the  results  of  the 
train  of  effects  produced  by  the  increase  in  the  steel 
transactions.  A's  people  gain  insofar  as  their  money  in- 
comes fail  to  reflect,  or  lag  behind,  the  fall  in  commodity 
prices  (which  is  presumably  not  great,  however,  since 
the  change  in  the  total  volume  of  commodities  in  A  is 
small,  relative  to  that  volume) ;  and  tiiey  gain  directly, 
insofar  as  tiiey  are  consumers  of  imports,  from  tiie  lower- 
ing of  tiie  level  of  import  prices.^  Moreover  A,  as  a 
country,  is  receiving  more  commodities  than  before 
from  B,  while  she  is  pajring  for  those  conmiodities  with 
a  less  than  proportional  increase  in  her  own  exports: 
she  is  getting  her  imports  at  a  lower  commodity  price. 
MuUUis  mutandis,  B's  people  lose.  For  them  the  level 
of  import  prices  has  risen,  money  incomes  will  lag  be- 
hind or  fail  to  reflect  the  rise  in  prices,  and  B,  as  a  coun- 
try, is  paying  a  higher  commodity  price  than  before  for 
her  imports.  Further,  money  incomes  in  A's  export  in- 


in  A  would  lead  to  »  flow  of  lold, »  riae  of  piioet  in  A.  and  a  fdl  in  B.  Bat  I  eannot 
that  th*  retoH*  in  th*  two  ouM  ATS  neoeMArily  in«onai*t«nt.  Under  tho  gold  stAndArd,  if 
B  liAA  n«w  pAymentA  to  mAke  to  A,  pArt  of  thoM  pAymentA  will  of  ooufw  be  nuwle  in  gold, 
if  the  esoliAnge  ntee  move  fAr  enough;  And  to  thie  extent  the  RioArdiAn  reeeonjng  aa  to 
the  effeota  on  piioee  ie  Telid.  But  a  lAige  pert  of  the  pAyment  —  And,  if  the  Utter  ie  d 
conriderAble  eUe,  perhApe  the  lArgeet  pArt  —  will  be  nwde  in  oommoditiee,  predaely  aa 
under  pAper;  And  aa  fAr  aa  tbeee  eommoditiee  Alone  Are  eonoemed  piioee  will  be  Affeoted, 
under  the  quentity  theory,  in  a  wAy  exActly  oppoeite  to  thet  produced  by  the  gold  moTo- 
menta  Alone:  prioea  in  A  will  tend  to  fell.  And  in  B  to  riae,  preeiMly  aa  under  pAper. 

The  net  reaoH  mey  be  A  riae  d  piioea  in  A  And  A  fAU  in  B;  or  A  fAll  in  A  And  A  riae  in  B; 
or  no  ohAnge  At  aH.  The  Amount  And  direction  of  the  ohenge,  for  esemple  in  A,  will  de- 
pend on  the  relAtlon  between  the  proportion  thet  the  new  gold  beera  to  the  medin  of  pAgr- 
ment  elreAdy  oiroulAting,  And  the  proportion  thet  the  new  increment  of  eommoditiee 
boAVA  to  the  oommoditiea  alreedy  in  prowaa  of  esehAnge.  If  the  former  ie  lArger.  prieea 
win  riae;  if  the  letter  ialAiger,prieea  win  fell;  And  if  the  two  Are  awhatantJAlly  the  aAme  no 
ehenge  win  teke  pleee  At  aU.  And  the  aeme  type  of  Argument  AppUee  to  B.  In  other 
worda  the  theory  of  the  price  dutngee  Appeering  under  inconvertible  peper  ia  nci  incoo- 
aiatABt  with  thet  of  the  dutngee  under  gold;  the  former  ie  aimply  a  apedaJ  caaa  of  th* 
general  theory  tbAt  worka  itaelf  out  more  fully  under  gold. 

In  thie  connection  aee  the  peper  by  Profeeaor  Teuaaig,  alreedy  referred  to,  in  the  QuAT- 
teriy  JoonAl  ci  Economice  for  Mny,  1017. 

2.  LogieAUy,  ol  courae,  A*a  import  prieea  might  remAin  unohnnged  if  B'a  export  prieea 
f eO  by  the  f uU  Amount  of  the  ahtft  in  exchAnge  rAtee,  And  vice  vecm,  but  a  oompromiae 
reeuH  la  more  probAble:  one  aet  oi  prieea  wiU  feU  a  little,  end  the  other  not  ao  fAr  Aa  H 
otherwiae  might.  It  moat  be  remembered,  of  courae,  thet  the  exchAnge  rAte  iA  not  d^ 
termined  even  uHlmAtely  by  import  end  export  commodity  pricM  elone,  but  by  total 
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import  prices  in  A  (higher  by  the  initial  rise,  plus  the 
rise  due  to  the  adverse  movement  of  the  exchanges),  and 
in  higher  export  prices;  while  in  B  export  and  import 
prices  will  stay  the  same  or  fall.  These  conditions  wiU, 
however,  through  their  effects  on  the  demand  and  sup- 
ply schedules  in  the  two  countries,  tend  to  increase  the 
volume  of  A's  commodity  exports  and  decrease  that  of 
its  imports,  relative  to  the  initial  changes  in  those  vol- 
umes. The  exchange  rate,  in  comparison  to  its  earlier 
movement,  will  now  swing  back  somewhat  in  A's  favor, 
and  this  swing  will  set  up  a  new  chain  of  effects,  of 
somewhat  smaller  quantitative  importance  than  the 
preceding  one.  As  far  as  this  cause  of  disturbance  alone 
goes,  then,  there  wiU  follow  a  diminishing  spiral  of  such 
alternate  movements  and  repercussions,  which  we  need 
not  trace  in  detail,  with  the  net  result  that,  taking  the 
exchange  rate  fluctuations  as  a  whole,  the  level  of  the 
rates  will  have  moved  permanently  against  A.  And, 
again  without  repeating  the  argument  of  the  preceding 
pages,  it  further  appears  that  as  a  result  of  this  change 
A  will  lose,  while  B  will  gain:  a  result  opposite  to  that 
produced  by  the  disturbance  previously  considered. 
Prices  in  general  in  A,  and  especially  import  prices,  have 
risen,*  while  money  incomes  will  lag  behind  or  entirely 
fail  to  reflect  the  change  in  commodity  prices.  More- 
over, export  industries  will  be  in  some  measure  dis- 
coiu*aged.  In  B  the  opposite  conditions  will  prevail. 

The  question  of  the  general  relationships  prevailing 
under  inconvertible  paper  between  export,  import,  and 
domestic  prices  is  not  capable  of  any  very  definite 
answer.  The  earlier  discussion  has  shown,  incidental  to 
the  examination  of  other  matters,  not  only  that  export 

4.  The  inereaae  in  the  volume  of  oommodity  imports  relative  to  exports  woaM.  tdkia 
alone,  oauee  prices  to  fall,  but  the  quantitative  importaaoe  of  tUs  ioiliMBoe  in  the  fHienl 
price  situation  will  be  offset  by  the  more  than  proportioBate  inerease  in  eommodltgr  Im- 
port prices  —  proportionate,  that  is,  to  the  inersase  in  tha  quantity  of  wwnmodWsa 
themselves. 
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prices:  that  they  will  react  more  quickly  to  changes  in 
general  conditions,  whether  these  changes  be  domestic 
or  international.  First,  they  are  one  step  nearer  the 
consimier  in  the  distributive  mechanism.  Second,  they 
must  be  proximately  determined  with  direct  reference 
(from  the  importer's  point  of  view)  to  market  conditions 
within  the  importing  coimtry,  whereas  export  prices  are 
determined  in  the  first  instance  abroad,  and  the  ex- 
porter may  be  able  to  pass  on  any  given  disturbance,  for 
a  time  at  least,  to  foreign  import  markets.  Third,  the 
effects  of  speculation  in  discounting  future  price  changes, 
and  in  bringing  the  prices  of  international  and  domestic 
commodities  into  harmony,  are  probably  felt  primarily 
in  the  field  of  import  rather  than  of  export  prices,  since 
the  prices  of  goods  that  will  enter  the  given  coimtry  are 
of  greater  immediate  importance  in  the  general  domestic 
price  situation  than  the  prices  that  will  be  received  for 
goods  Uaving  that  country  (for  export  prices  are  of  im- 
mediate concern  only  to  the  given  producers  involved; 
import  prices,  to  all  domestic  sellers  and  buyers  of  the 
commodity).  Finally,  since  the  general  terms  and  con- 
ditions of  production  can  be  changed  only  with  relative 
slowness,  import  prices  probably  tend  to  be  established, 
in  the  first  instance  at  least,  with  reference  to  the  cor- 
responding export  prices  in  the  other  country.  A  de- 
crease in  the  (schedule)  demand  of  either  country  for 
imports,  for  example,  would  presumably  at  first  merely 
cut  down  the  volume  of  export  production  in  the  other 
country,  without  necessarily  affecting  prices  either 
there  or  in  the  importing  country.  Only  after  some  time 
would  it  result  in  a  substantial  reduction  of  prices  and  in 
the  driving  of  labor  and  capital  out  of  the  export  indus- 
tries involved.^  This  whole  argument  may  be  open  to 

5.  The  possible  "lag"  here  oonndered  is,  of  oourae,  not  to  be  ooofuaed  with  the  kic 
examined  earlier  in  the  paper  in  connection  with  the  export  and  import  prieee  ol  a  pai^ 
ticular  shipment  of  goods;  a  lag  which  arises  only  in  the  pronimatft,  sborMiBM  meehaii- 
ism  of  exchange,  and  which  operates  in  the  opposite  direetkn. 
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suggest  one  or  two  modifications  which  a  full  recognition 
of  it  would  necessitate  in  the  previous  analysis.  First, 
the  operation  of  the  short-time  mechanism  examined  in 
the  second  section  of  this  paper  might  well  be  appre- 
ciably altered,  at  least  with  regard  to  the  nature  of  its 
quantitative  results,  by  the  position  of  the  given  coun- 
try in  the  business  cycle.  If,  for  example,  the  country- 
were  in  a  period  of  general  depression  and  contraction,  a 
lowering  of  commodity  import  prices  following  a  favor- 
able movement  of  the  exchanges  would  not  necessarily 
result  in  increased  purchases  by  importers,  and  certainly 
not  in  so  great  an  increase  as  would  appear  in  a  period  of 
rising  prices;  and  a  period  of  acute  depression  might 
virtuaUy  suspend  the  operation  of  the  international 
trade  mechanism.  If  viewed  in  this  light,  the  previous 
analysis  of  that  mechanism  must  be  regarded  as  based 
primarily  on  "average''  or  "normal"  conditions. 

Second,  the  passage  of  the  country  through  the  busi- 
ness cycle  will  of  itself  change  the  levels  of  commodity 
prices  in  general,  alter  exchange  market  conditions 
through  the  effect  on  the  discount  rate,  affect  the  desire 
and  the  ability  of  dealers  and  producers  to  engage  in 
commerce,  and  thus  change  the  terms  at  which  the 
given  coimtry  can  trade  —  quite  apart  from  any  neces- 
sary change  in  the  general  character  and  direction  of  its 
industry  and  commerce.  Should  the  cycles  in  the  coun- 
tries involved  proceed  at  different  times  and  rates,  wide 
fluctuations  in  the  exchanges  might  follow  from  tiiese 
differentials  alone.  Finally,  the  cycle  will  obviously 
affect  the  terms  and  amoimts  of  international  borrow- 
ing. On  the  other  hand,  its  effects  will  be  felt  primarily 
in  the  field  of  raw  materials  and  unfinished  goods,  espe- 
cially those  entering  the  more  important  industries,  and 
only  in  much  smaller  degree  in  the  field  of  what  may  be 
called  consumers'  goods.  But  it  is  at  most  possible  here 
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rate  will  change,  in  the  absence  of  a  corrective  device 
like  the  gold  parity;  if  they  remain  comparatively  stable 
or  "static  "  for  a  time  it  also  will  tend,  barring  monetary 
disturbances,  to  remain  stable,  and  to  give  expression  to 
that  temporary  stability  in  the  form  of  a  true  par  of  ex- 
change —  a  parity,  it  may  again  be  observed,  which  is 
derived  empirically,  and  which  emerges  simply  as  that 
point  or  zone  to  which  the  rates,  during  the  continuation 
of  underljdng  stabiUty,  tend  to  return.  In  other  words, 
altho  over  a  period  of  years  no  one  such  parity  can  be 
maintained  under  paper,  nevertheless  a  discrete  series  of 
short-run  parities  wiU  tend  to  appear,  none  of  them 
being  necessarily  the  same  as  any  other.  But  the  point 
need  not  be  pressed  further. 

This  paper  has  been  chiefly  concerned  with  the  mech- 
anisms and  processes  which  may  be  presumed  to  appear 
in  international  trade  imder  a  paper  regime.  To  simplify 
the  analysis  as  far  as  possible  certain  assumptions  were 
made,  and  adhered  to  throughout  the  discussion.  Two 
countries  only  were  considered;  fairly  eflfective  competi- 
tion in  and  between  these  coimtries  was  postulated;  and 
the  problem  of  monetary  disturbances  was  ruled  out  by 
assuming  the  quantities  of  money  within  each  country 
to  be  fixed.  In  addition  the  factor  of  ''invisible  items" 
was  as  far  as  possible  eliminated.  The  qualifications  to 
the  conclusions  here  reached  which  these  assumptions 
make  necessary  would  now  be  appropriate,  but  this  task 

ooxintriee  of  the  xinderlying  eoonomio  conditions  in  each;  and  eeoond,  of  the  monetary 
eitiiation  within  each  country.  This  second  set  of  forces  has  been  ruled  out  of  our  wiiols 
discussion,  or  made  at  most  a  negative  translating  agency*  by  the  original  assiimpHftn  of 
a  fixed  quantity  of  money  in  each  country.  Any  attempt  to  define  the  ultimate  oharaetar 
and  function  of  the  exchange  rate  in  more  specific  terms  (such  as  those  suggested  by  a 
long-run  application  of  Cassel's  purchasing-power-parity  doctrine)  must  of  necessity  ba 
open  to  serious  question.  The  relation  of  the  rate  to  the  complex  and  constantly  sUfting 
forces  which  fundamentally  determine  it  is  hardly  capable  of  being  definitely  fonnolaled. 
All  that  can  be  said  is  that,  in  the  ultimate  sense,  the  rate  tends  to  express  the  rssohs  d 
the  interaction  of  these  forces  in  and  between  the  countries  inrolTsd,  and  to  hold  them, 
through  pecuniary  mechanisms,  in  some  sort  of  aggregated  balance  —  a  halanesb  m  has 
already  been  indicated.  In  which  the  terms  are  rarely  at  rest. 
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Introduction 

The  laws  to  be  established  here  are  as  follows:  In 
every  business  there  is  a  size  of  capital,  called  optimum 
size,  which  jdelds  a  maximum  rate  of  profit.  The  rate  of 
profit  on  other  capitals  exhibit  a  law  of  increasing  re- 
turns below,  and  one  of  decreasing  rates  beyond,  the 
optimum  size.  The  cost  of  production  decreases  with 
the  increase  of  capital  even  beyond  the  optimum  size. 
The  rate  of  interest  on  loans  has  a  minimum  in  every 
industry,  namely,  in  the  loan  to  the  optimum  size  of 
the  industry.  The  interest  paid  by  the  borrower  to  the 
lender  cost  the  borrower  nothing,  neither  labor  nor  time; 
because  it  is  created  by  the  law  of  increasing  return, 
without  additional  labor,  without  additional  time. 

In  what  follows,  the  term  capital  is  used  as  equivalent 
to  ''total  investment,^'  and  in  the  case  of  corporations  it 
includes  the  following  items:  ^   ''Capital  stock,  bonds, 

1.  FedermI  Trade  CommiMloD  Bcport  on  Shoe  sod  Leathflr  CotU  mod  Prioci,  June 
10.  1921.  p.  97. 
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I.  The  Facts 


1 .  What  do  we  understand  by  the  term    facts' ' ;  par- 
ticularly, what  are  scientific  facts? 

If  a  physicist  investigates  the  fall  of  a  stone  in  space, 
he  will  use  the  best  instruments,  and  among  others  the 
best  clock  that  he  can  secure ;  and  measure  the  fall  of  the 
stone,  say  for  every  one-tenth  of  a  second.   His  meas- 
\u*ements  are  facts;  we  shall  call  them  the  primary  data.^ 
If  the  physicist,  or  any  other  physicist,  repeats  the 
experiment  the  next  day  he  will  not  get  the  same 
results,  not  the  same  primary  data.    There  are  three 
main  caiises  for  this  disappointing  state  of  affairs.* 
The  physicist  is  not   absolutely  exact   himself;   his 
instruments  are  not  accurate;  and  the  surrounding  con- 
ditions, like  the  weather,  even  the  building  in  which 
the  experiments  are  conducted  are  soiu*ces  of  error 
and  disagreements.    However  often  the  experiment  is 
repeated,  no  two  results  ever  agree;  therefore,  primary 
data  cannot  possibly  be  used  as  building  stones  for  the 
science.   The  necessity  arises  of  devising  a  method  by 
which  other  data,  called  secondary  data,  are  derived 
from  them;  which  may  be  used  as  the  basis  of  a  science. 
A  common  device  is  to  take  the  measurements  referring 
to  a  certain  quantity  and  take  an  average  of  them.  The 
figure  so  obtained  is  a  secondary  datum.    Secondary 
data  are  those  which  are  gotten  by  adjusting  in  any 
manner  the  primary  data.    They  are  removed  one  or 
more  steps  from  the  form  m  which  they  were  observed. 
Every  law  of  every  science  holds  always  good  only  for 
the  secondary  data,  but  is  not  necessarily  true  for  the 
primary  data. 

4.  H.  Seorirt.  SUtistioia  Metbodn,  p.  16. 

5.  L.  Kotany,  **The  Aoetinoy  of  Labor,"  Quarterly  Journal  of  Eoooomioi,  Autuat, 
1920. 
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In  the  year  1914  the  capital  between  $100,000  and 
$250,000  made  the  maxiniiim  rate  of  return,  and  there- 
fore this  size  is  the  optimum  size.  The  capitals  less 
than  that  exhibit  a  law  of  increasing  returns,  while  the 
capitals  greater  than  that  show  a  law  of  decreasing 
returns.  In  the  year  1915  the  same  three  phenomena 
are  shown,  with  one  small  difference  pertaining  to 
the  capitals  between  $1,000,000  and  $3,000,000.  The 
small  difference  would  have  disappeared  if  the  capitals 
had  been  grouped  differently.  For  our  purpose  it  is  not 
necessary  to  have  the  same  groups  every  year,  they  are 
only  made  if  the  results  of  one  year  are  to  be  compared 
with  the  results  of  another  year;  but  for  the  piupose  of 
establishing  economic  laws  each  year  may  be  considered 
by  itself,  and  the  fact  that  by  a  grouping  of  the  capitals 
the  three  phenomena  emerge  is  the  important  feature, 
and  not  the  sizes  of  the  groups  themselves.  It  is  also 
clear  that  the  E\u*opean  purchases  introduced  the  ele- 
ment of  imperfect  competition,  which  accounts  for  the 
deviations  from  these  three  phenomena.  In  the  year 
1916  the  second  item  disturbs  the  emergence  of  the  three 
phenomena,  but  a  regrouping  would  show  them  in  ut- 
most purity.  When  we  entered  the  war  in  1917  the  dis- 
turbance was  still  greater,  and  similarly  in  1918.  After 
the  war  ended  in  1918,  the  three  phenomena  appear 
again  in  utmost  purity  in  the  year  1919.  In  that  year 
the  optimimoL  size  appears,  however,  for  the  capital  of 
$1,000,000  to  $3,000,000. 

It  is  really  only  necessary  to  show  that  the  maximum 
exists.  The  two  other  phenomena,  that  of  increasing 
and  decreasing  rates  of  return,  follow  from  it  necessarily 
as  mathematics  proves. 

The  results  in  the  case  of  fifty  tanning  companies  are 
as  follows:' 

7.  Report  on  Leather  and  Shoe  Induetriee,  Aucuet  21,  1010,  p.  28. 
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Groups 


L  Under  $100,000 

XL  $100,000  to  $250,000. . 

III.  $250,000  to  $1,000,000 

IV.  Over  $1,000,000 


Per  cent  earned 


1914 


9.7 
13.6 
12.4 
12.8 


1915 


15.7 
23.5 
16.0 
16.4 


1916 


24.0 
26.6 
30.4 
34.6 


1917 


32.6 
34.4 
29.3 
25.4 


Every  year  of  the  four  years  shows  clearly  the  law  of 
the  TnaximiiTn  rate  of  return.  The  laws  of  diminishing 
and  increasing  returns  show  strictly  in  1917.  In  1914 
and  1915,  the  results  deviate  from  them  in  one  item  each 
by  less  than  one-half  a  per  cent,  which  is  really  remark- 
able, considering  the  disturbed  times.  In  the  year  1916, 
the  divergence  is  greater  in  one  item,  but  a  regrouping 
would  smooth  this  out.  The  fact  that  such  a  grouping 
according  to  size  is  possible  is  the  essential  point,  the 
details  of  the  grouping  are  of  no  importance. 

In  the  commercial  wheat  flour  milling  business,  the 
result  is  as  follows:  • 

Groups  Per  cent 

I.    Over  1,000,000  barrels 22.2 

II.    300,000  to  700,000  barrels 23.3 

III.     Under  300,000  barrels 19.8 

All  three  laws  show  clearly  and  strictly. 

In  the  meat  packing  industry  there  are  over  a  hun- 
dred packers  with  comparatively  small  capitals.  The 
maximum  rate  of  return  is  secured  by  those  having  a 
turnover  of  between  $10,000,000  to  $25,000,000.  Those 
having  larger  turnovers  realize  a  smaller  return,  and  the 
five  huge  packers  of  the  country  have  a  still  smaller  rate 
of  return.  This  appears  from  the  following  two  tables :  • 

8.  Report  on  Commercial  Wheat  Flour  MilHnc,  September  15, 1920,  p.  104. 

9.  Report  on  Meat  Packing  Industry,  Summary  and  Pt.  1,  pp.  91,  92  and  p.  74,  abo 
Pt.  5,  p.  86. 
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Qroup  Per  cent 

I.    Over  25  miUionB 19.3 

XL    10  millions  and  less  than  25  millions 23.6 

III.  5  millions  and  less  than  10  millions 13.7 

IV.  2  millions  and  less  than  5  millions 15.9 

V.    Under  2  miUions 12.1 

I  and  II  combined 20.6 

III,  IV,  and  V  combined 14.1 

The  law  of  decreasing  return  is  also  shown,  except  for 
the  discrepancy  in  Group  III,  which  the  regrouping 
would  eliminate,  as  appears  from  the  second  part  of  the 
table. 

In  the  meat  packing  business  there  are  five  great 
packers  with  huge  capitals.  The  independent  packers 
have  very  much  smaller  capitals,  nevertheless,  the  rates 
of  return  secured  by  the  latter  are  greater  than  those 
secured  by  the  great  packers,  showing  that  their  capitals 
are  beyond  the  optimum  size.  This  appears  from  the 
following  table : 


Year 


1914 
1915 
1916 
1917 


Per  cent  earoed 


Five  great  paeken 

8.3 
12.8 
18.5 
15.0 


The  Summary  of  the  Report  on  milk  and  milk  prod- 
ucts, states :  ^ 

The  most  profitable  canned  milk  companies  appear  to  be  those 
having  a  medium  volume  of  sales.  Those  companies  whose  sales 
ranged  from  SI, 000,000  to  S5,000,000  earned  a  rate  throughout  the 
five-year  period  considerably  higher  than  that  earned  by  companies 
having  smaller  sales.    Companies  having  sales  above  S5,000,000 


1.  Summary  on  MUk  and  UOk  Ptodueta.  1014-18,  June  6,  1021,  p.  13. 
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The  same  results  were  obtained  by  the  Federal  Trade 
Commission  when  it  investigated  the  rates  of  return  for 
the  War  Industries  Board.  While  the  detailed  state- 
ments have  not  yet  been  published,  the  essential  feature 
is  known,  namely,  that  the  '^  independents  made  as  large 
or  larger  rates  of  return  as  the  Steel  Corporation."  ^ 

3.  The  three  laws  hold  in  agricultiu^;  moreover,  the 
knowledge  that  they  do  has  been  possessed  by  practical 
farmers  all  over  the  world  for  thousands  of  years.® 
*'When  the  conditions  affecting  the  agriculture  of  a 
region  have  remained  stable  for  a  considerable  period 
local  agricultural  practice  tends  to  become  approxi- 
mately what  it  should  be  for  the  best  results."  •  There- 
fore, examples  for  the  law  of  increasing  rate  of  return  can 
be  had  in  abimdance.  Examples  for  the  law  of  decreas- 
ing retmns  cannot  be  had  so  easily  for  the  reason  stated 
above.  But  in  Bulletin  No.  341,  page  66,  there  is  a 
table  which  shows  clearly  all  three  laws. 

Income  on  Capital  on  378  Owner  Fabms,  Chestbb  Countt,  Pa. 

Area  groups.  acr«e    13-40     41-60     61-80    81-100    101-120    121-160  Over  160 

Per  cent  income   10.4      13.5      13.2     12.7       12.5       12.6      11.8 

The  maximum  rate  of  return  is  realized  on  a  farm  from 
between  41-60  acres.  The  two  other  laws  are  shown 
here  with  almost  ideal  purity.  The  general  remarks  of 
the  authors  on  the  subject  of  this  paper  are  so  lucid,  so 
happily  expressed,  that  they  may  well  be  quoted.^ 

As  will  be  seen  in  what  follows,  there  appears  to  be  under  given 
conditions,  a  most  profitable  magnitude  for  many  of  the  enterpriseB 
of  these  farms.  Within  certain  limits,  which  can  usually  be  ascei^ 

7.  p.  W.  Garret,  Government  Control  over  Prioee,  p.  308. 

8.  This  b  shown  in  deUil  by  QuetaT  SohmoUer,  OnindrisM  der  AUgemeioMk  Volk- 
wirthschaftlehre.  Pi.  1.  pp.  470.  471. 

0.  Bulletin  No.  341,  W.  J.  SpiUman  and  other*  on  the  Fum  Maaafemni  Fraeliet 
of  Chester  County,  Pa. 

1.  Attention  is  also  called  to  the  pissatss  just  preoadinc  and  following  the  qiiot»> 
tion.    They  contain  concrete  illustrations  of  the  views  eipres(i>d  in  the  quotatloa. 
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Capita] 

Rate  of  return 


$2,747 

1.3 


$6,480 

3.0 


$7^51 

8.5 


$8,636 

14.0 


The  law  of  increasmg  return  shows. 

Bulletin  No.  941.  H.  M.  Dixon  and  I.  M.  Purdon  on 
the  Ozark  Region  in  Missouri: 


Capital 

Rate  of  return 


$3,832   $4,631    $7,133   $8,037   $12,602 

0.3  1.4         4.2         6.5         9.7 


The  above  is  a  combination  of  the  two  tables  con- 
tained in  the  Bulletin  entitled  Rolling  and  HiUy  Farms 
and  Valley  and  Level  Upland  Farms.  While  the  two 
cases  undoubtedly  differ  in  regard  to  the  size  giving  the 
maximum,  the  tables  themselves  do  not  establish  it.  The 
combined  table  just  shows  the  law  of  increasing  returns. 

Bulletin  No.  603.  E.  A.  Boyer  on  Green  County,  Wis- 
consin, and  Kane  County,  Illinois,  page  13. 

There  are  two  interesting  tables  on  dairy  farms.  The 
author  thinks  that  Table  VIII  shows  the  profit  in  rela- 
tion to  the  kind  of  dairy  products  sold.  But,  rearranging 
it  according  to  the  size  of  the  capital,  the  law  of  increas- 
ing returns  is  shown.  It  is,  therefore,  possible  that  his 
results  prove  really  nothing  as  to  the  relative  advantage 
of  the  kind  of  dairy  products  sold.  The  rearranged  table 
is  as  follows: 


Capital  $22,406 

Per  cent  on  investment 3.3 

No.  of  farms  investigated. . .      3 


$20,870  $33,600  $37,704  $37,077 

3.9         4         4.6         4.6 
49         32  33  26 


Again  the  next  table,  Table  IX,  is  supposed  to  show 
that  frequently  the  deciding  factor  in  reference  to 
profits  on  dairy  farms  is  the  fact  whether  the  cows  are 
grade  or  piu^  bred.  Rearranging  the  table  according  to 
size  of  capital  we  have: 


IQndof  Cowa 


Capital 

Per  cent  on  inveatment . 
Na  of  farma 


Mixed 

or  other 

grade 


$20,680 
2.8 
10 


Grade 
Holatein 


$30,662 
3.6 
62 


Mixed 

or  other 

grade 


$36,301 
4.8 
22 


Part 

purebred 

Holatein 


$38,270 

8.7 

8 


Grade 
Holatein 


$30,642 
4.6 
84 


Part 
pure 
bred 


$41,818 


Pure 
brad 


$42,616 

6.7 

8 
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optimum  size  is  insignificant.  In  agriculture  it  is  ob- 
viously small,  but  in  dairying  and  allied  industries  it 
may  be  considerable.  The  optimiun  size  is  of  profound 
importance  in  every  respect,  but  this  cannot  be  shown 
here  in  detail. 

4.  Our  next  task  is  to  ascertain  the  facts  as  to  the  dif- 
ference in  the  cost  of  production  of  factories  engaged  in 
the  same  industry. 

The  publications  of  the  Federal  Trade  Commission 
show  great  differences  in  the  costs  of  production  of  dif- 
ferent producers  of  the  same  article.  The  cost  of  pro- 
ducing copper  in  1918  ranged  from  less  than  12  cents  a 
pound,  to  more  than  26  cents  a  pound;  producing  a  ton 
of  bituminous  coal  in  the  southwest  field  of  Pennsyl- 
vania from  $1.16  to  $4.67;  raising  a  twenty-month  old 
steer  for  the  market  from  $52.18  to  $77.09;  making 
book  paper  from  less  than  $55  a  ton  to  over  $90  a  ton. 
That  these  large  differences  actually  form  the  structure 
of  every  industry  and  are  not  isolated  instances  appears 
from  the  following  table,'  showing  in  detail  the  structure 
of  the  newsprint  paper  manufacture  in  the  United 
States  in  1913. 


Less  than  $27 

$27  and  less  than  $30 
$30  and  less  than  $39 
$33  and  less  than  $36 
$36  and  less  than  $40 
$40  and  over 


Number  of 

Produced 

roillA 

tons 

2 

160,548 

3 

82,773 

1 

75,290 

8 

214,678 

17 

361,602 

2 

40,472 

Per  cent 
of  total 


18.0 

8.7 

8.0 

22.7 

38.3 

4.3 


The  average  cost  per  poimd  of  producing  sole  leather 
in  four  efficient  tanneries  in  1914  was,  in  cents,  21.3, 
23.6,  28.9,  and  32.2;  so  that  the  last  has  a  cost  of  50  per 
cent  higher  than  the  firsts 

3.  Report  on  the  Newt  Print  Pftper  Indiatry,  June  18,  1017,  p.  01. 
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terial  cost.  But  the  works  cost  above  material,  also 
show  substantial  differences,  being  from  $0.93  to 
$2.40. 

Having  established  that  differences  in  the  costs  exist, 
eicamples  will  now  be  given  showing  that  the  costs  de- 
crease if  the  size  of  the  capital  (or  of  the  operations)  in- 
creases. 

Bbsbemxb  Pig  Ibon,  Steel  Repobt,  Past  3,  p.  403. 

Under    $150,000-  1800.000-  UBOJOOO-    Ov«r 
Tonnace  croup  $150,000    300.000      450.000      600.000  $600,000 

Average  cost  above  material   $1.75      $1.32      $1.05      $0.99     $0.95 
Basic  Pig  Iron  Repobt,  Past  3,  p.  413. 

Under     $150,000-    $300,000-       Over 
Tonnace  croup  $150,000      300.000       450,000     $450,000 

Average  cost  above  material $1.30        $1.02       $0.98       $0.97 

Besbbmsr  Billet  Ingotb,  Repobt,  Past  3,  p.  426. 

Under     $150,000-  $800,000-       Over 
Tonnace  croup  $150,000     300,000     450.000     $450,000 

Average  cost  above  material $1.91      $1.53      $1.11      $1.09 

Iron  Ore,  Report,  Part  3,  p.  388. 

Under       $500,000-  $1,000,000-   $1,500,000-         Over 
Tonnace  group  $500,000      1,000.000      1.500,000       2,000,000      $2,000,000 

Average  cost $1.36        $0.68         $0.58         $0.65         $0.57 

Mbsabi  Range  Underground  and  Other  Mines 

Tonnage  group  (groaa  tons)  Bifinea  At.  eoit 

Under  200,000 7  $1.87 

Prom  200,000  to  400,000 4  1.20 

From  400,000  to  600,000 2  1.21 

From  600,000  to  800,000 1  1.28 

Over  800,000 1  .96 

Old  Range  Mines 

Under  200,000 10  2.02 

From  200,000  to  400,000 5  1.69 

From  400,000  to  600,000 2  1.52 

Over  600,000 1  1.79 
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Sales  and  Profits  of  Shob  Manufactubbbs 


Group 


Over  $3,000,000 

$1,000,001  to  3,000,000 
$250,001  to  $1,000,000. 
$100,001  to  $250,000.. 
Under  $100,001 


Profit  on  cost 
of  production 

1018 

1010 

7.8 

13.6 

6.4 

12.2 

5.3 

10.7 

5.3 

8.8 

4.1 

6.7 

In  agriculture  the  same  phenomena  holds;  not  only 
the  total  cost,  but  also  each  constituent  part  of  it  is 
smaller  in  the  case  of  a  farm  with  a  larger  capital.  In 
Bulletin  No.  341,  Table  27,  page  60  shows: 


Siies  of 

farms  in 

acres 

Productive 

work  units 

per  farm 

Crop 

acres 

per 

man 

Man 
labor 
per 
crop 
acre 

Value 
of  labor 

per 

month 

per 

man 

Crop 
acres 
per 
work 
horse 

Work 

horses 

per 

man 

Value 
of  ma- 
chinery 
per 
crop 
acre 

Ratio  of  cost 
buildings  to 
farm  income 

Man 

Horse 

Dwell- 
ing 

Other 
build- 
ings 

13  to    40 

41  to    60 

61  to    80 

81  to  100 

101  to  120 

121  to  160 

160  plus 

184 
299 
372 
475 
551 
582 
856 

82 
140 
177 
226 
250 
286 
444 

13.7 
20.2 
23.2 
25.2 
25.6 
20.0 
31.1 

S20.74 
16.78 
13.08 
13.46 
13.64 
11.80 
13.05 

S23.03 
26.60 
27.12 
28.30 
20.22 
28.50 
33.77 

0.0 
11.0 
13.0 
14.5 
15.0 
16.8 
17.4 

1.5 
1.7 
1.7 
1.7 
1.6 
1.7 
1.8 

S15.ll 
12.57 
11.02 
10.70 
11.80 
0.20 
8.94 

3.41 
2.10 
1.88 
1.76 
1.83 
1.62 
1.68 

2.78 
1.01 
1.80 
2.03 
1.02 
1.83 
1.01 

As  a  matter  of  fact  no  examples  should  be  needed  to 
prove  that  the  costs  decrease  with  the  increase  in  the 
capital.  There  is  no  diflSculty  in  reducing  the  cost  in  any 
factory,  if  additional  capital  is  made  available,  by  the 
installation  of  additional  labor-saving  machines;  be- 
cause there  is  no  diflSculty  inventing,  if  necessary,  new 
labor-saving  machines.  The  diflSculty  lies  only  in  the  ^f 
fact  that  the  cost  of  them  will  reduce  the  rate  of  profit 
on  the  whole  capital,  if  the  saving  due  to  their  introduc- 
tion amoimts  to  a  rate  on  their  purchase  price,  which  is 
smaller  than  the  return  on  the  investment  before  they 
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toUd  capital  is  in  this  case  will  not  be  investigated  here. 
The  great  differences  in  the  costs  of  production  in  the 
steel  business,  shown  above,  are  partly  due  to  such  in- 
t^ration.  We  have  one  completely  integrated  plant  in 
the  U.  S.  Steel  Corporation.  The  others  buy,  wholly  or 
partly,  their  ore,  or  their  pig  iron,  or  their  semi-finished 
product,  so  that  there  are  no  two  plants  that  are  inte- 
grated just  to  the  same  degree.  The  two  main  causes  for 
differences  in  cost  are,  therefore,  differences  in  size,  in 
the  case  of  factories;  and  this  together  with  integrations, 
in  the  case  of  plants.  But  as  the  degree  of  integration, 
like  that  of  size,  shows  itself  in  the  size  of  the  capital,  we 
are  justified  in  saying  that  the  cost  of  production  de- 
pends on  the  capital  employed,  in  a  manner,  however, 
which  is  quite  complex,  if  the  vertical  integration  is  also 
taken  in  consideration. 

In  conclusion,  it  will  be  shown  presently  that  the  in- 
vestment in  the  tools  of  production,  per  unit  of  product, 
is  the  smaller,  the  greater  the  capital  is.  The  above  table 
from  Bulletin  No.  341  contains  also  some  examples. 

5.  What  causes  bring  about  the  emergence  of  the 
optimum  size?  The  large-scale  producer  has  very  little 
advantage  in  securing  his  raw  materials  because  most  of 
them  are  either  traded  on  exchanges  or  have  such  a  well- 
known  market  price  as  to  put  him  on  a  parity  with  the 
small-scale  producer.  He  has  very  little,  if  any  advan- 
tage on  the  marketing  side,  because  the  small-scale  pro- 
ducer need  not  depend  so  much  on  others,  nor  on  costly 
statistics  and  records.  The  source  of  the  law  is  foimd  on 
the  producing  side.  The  cost  of  production  decreases, 
but  at  the  same  time  an  opposing  force  is  set  in  motion 
and  the  result  of  both  is  the  emergence  of  the  optimum 
size. 

Man's  unaided  capacity  for  labor  is  very  small  and 
limited  in  a  great  many  respects.  For  instance,  he  can 
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and,  therefore,  the  carrying  capacity  per  pound  costs  the 
less  the  larger  the  size  of  the  bar. 

In  general,  it  will  be  found  that  the  property  of  a 
fixed  commodity  in  virtue  of  which  it  increases  man's 
capacity  for  the  work  is  not  the  same  as  the  one  deter- 
mining its  cost  and  that  the  former  increases  much 
faster  than  the  latter  if  the  size  of  the  tool  increases. 

Other,  but  similar  relations  show  in  the  case  of  the 
steam  engine.  The  cylinder  walls  are  a  source  of  loss  of 
heat  to  an  enormous  extent.  But  the  cylinder  walls,  the 
surface  of  the  cylinder,  increase  slower  than  the  volume, 
or  the  capacity  of  the  engine.  Therefore,  the  loss  due  to 
it  is  comparatively  smaller  in  a  large,  than  a  smaU  en- 
gine. The  consmnption  of  coal  per  horse  power  per 
hour  is  three  poimds  or  even  more  in  small,  two  pounds 
in  large,  and  only  about  one  pound  in  the  enormous 
marine  engines.  In  most  manufactiu'es  the  expense  for 
coal  constitutes  from  10  to  20  per  cent  of  the  total  cost 
of  production  and  the  tremendous  advantage  of  the 
larger  tool,  the  larger  engine,  would  in  itself  prove  the 
existence  of  one  of  the  two  opposing  forces. 

A  similar  result  is  seen  in  the  dynamo  electric  ma- 
chine. This  is  a  machine  which  transforms  mechanical 
energy  into  electric  energy.  The  transformation  is  ac- 
companied by  loss  of  energy  due  to  a  great  variety  of 
causes.  Among  others  a  part  of  the  mechanical  energy  is 
converted  into  heat  in  the  armature  and  the  electro- 
magnet, a  part  is  lost  in  friction  in  the  brushes  and  the 
bearings,  and  a  part  sets  up  electric  ciurents  in  the  ma- 
chine which  cannot  be  utilized.  All  these  losses  can  be 
figured  and  the  formulae  based  on  the  laws  of  electricity 
and  mechanical  energy  clearly  show  the  relative  ad- 
vantage of  larger  machines. 

The  tools  of  railroads  consist  of  railsi  carsi  and  en- 
gines.  The  saving  due  to  larger  engmeR  has  aheady 
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very  successful  in  large-scale  production  of  cigarettes 
and  chewing  tobacco,  but  when  it  appUed  it  to  that  of 
Havana  cigars,  it  was  a  total  failure  for  causes  which 
nobody  could  foresee,  and  the  plants  had  to  be  disinte- 
grated into  their  original  units. 

The  many  attempts  at  large-scale  production  in  the 
straw  board  manufacture  proved  failures.  The  largest 
electric  city  lighting  plant  cannot  always  imderbid  the 
small  plant  of  an  oflSce  building,  because  the  exhaust 
steam  can  be  used  for  heating  purposes  there.  In  regard 
to  railroads,  the  late  Mr.  E.  H.  Harriman  has  given  the 
following  explanation:  ^ 

Did  you  ever  ride  in  the  cab  of  one  of  the  modem  f rei^t  locomo- 
tives? Well,  you  probably  noticed  the  swaying  back  and  forth  that 
accompanied  the  drive  of  the  pistons.  That  meant  that  the  centre  of 
gravity  had  crept  up  just  about  as  high  as  it  could  go  without  having 
tiie  engine  topple  over  when  it  got  into  action.  It  told  you  that  we 
had  gone  as  far  as  we  could  in  building  engines  up  into  the  air.  Now, 
if  you  wiU  think  a  minute  you  wiU  see  that  there  is  obviously  a  limit 
in  length  of  fire-box  beyond  which  it  is  impossible  to  fire  an  engine. 
And  we  have  reached  that  limit  as  well.  So  there  you  are.  If  we  in- 
crease our  car  capacity  we  increase  the  unproductive  dead  weight 
that  is  to  be  drawn  disproportionately  to  the  increase  of  the  load ,  and 
in  so  doing  we  are  making  demandis  upon  tractive  power  that  has 
already  reached  the  limit  of  its  development. 

In  downtown  oflSce  buildings,  the  number  of  elevators 
increases  with  the  height  of  the  building.  But  they 
cause  a  waste  in  the  rentable  space.  For  this  and  other 
reasons  there  is  a  certain  height  of  an  oflSce  building 
which  gives  the  maximum  rate  of  return.  In  St.  Louis 
it  is  beUeved  that  a  twelvenstory  steel,  or  an  eight-story 
reinforced  concrete  building  gives  the  best  results.  In 
transportation,  the  length  of  the  railroad  depends 
largely  as  to  how  far  bulk  need  not  be  broken;  therefore, 
the  roads  still  extend  only  from  the  Atlantic  coast  to  the 
Mississippi  river,  because  as  yet  there  is  not  enouc^ 
through  traflSc  for  a  single  road  from  coast  to  coast. 

4.  TlM  FliMUMial  Chroaklt.  Mu«li  as,  1907,  p.  000. 
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But  even  here,  as  in  industry,  the  scientific  study  of 
this  problem  has  not  succeeded  in  illuminating  all  ob- 
scure points,  and  we  are  still  largely  guided  by  expe- 
rience. Agriculture,  being  an  old  industry  and  being 
practiced  by  millions,  has  naturally  an  enormous  fimd 
of  experience,  and  every  district  may  well  be  relied  on  to 
know  the  optimum  size.  For  instance,  as  regards  the 
farms  in  the  Ozarks,  the  following  statement  is  made :  ^ 

The  operation  of  a  general  farm  with  much  less  than  forty  acres  of 
land  for  crops  is  exceedingly  unsatisfactory,  regardless  of  the  location 
of  the  farm,  whether  among  the  valleys  or  among  the  hills.  Size  of 
business  is  an  important  ifactor  in  farming  throughout  this  area,  but 
it  is  also  true  that  the  limit  to  the  number  of  acres  of  crops  which 
can  be  profitably  included  in  one  farm  by  the  average  operator  is 
reached  more  quickly  with  farms  of  rough  and  stony  character  than 
in  the  case  of  farms  with  land  more  easily  cultivated,  and  perhaps 
this  limit  has  been  reached  by  some  of  the  larger  hill  farms. 


II.  The  Theory 

1.  At  the  outset  we  must  adapt  the  present  laws  of 
diminishing  and  increasing  returns  for  our  purposes. 
The  customary  way  of  showing  their  emergence  is  as 
follows : 

Take  one  and  the  same  piece  of  land  and  employ  on  it 
two  or  more  ever-increasing  amoimts  of  capital  in  two  or 
more  successive  years.  The  successive  crops  will  exhibit 
the  laws  of  increasing  or  decreasing  returns  as  the  case 
may  be.  In  this  manner  of  treatment  only  the  physical 
quantities  of  the  successive  crops  can  be  compared  be- 
cause as  Marshall  puts  it :  ^  "  It  is  important  to  remem- 
ber that  the  return  to  capital  and  labor,  of  which  the 
law  speaks,  is  measured  by  the  amoimt  of  the  produce 

SUtM  is  to  be  found.   On  th«  influenoe  of  distance  in  the  eeee  o^  oftttle  iwoduetloiit  ne 
Bulletin  No.  688,  J.  T.  Tardine,  pp.  10.  11. 

7.  Bulletin  No.  941.  H.  M.  Dizon  and  I.  M.  Puvdoik,  p.  U. 

8.  Marshall,  Principles,  p.  229. 
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are  concerned;  a  bushel  of  the  crop  on  the  first  plot  is 
worth  identically  the  same  as  a  bushel  of  the  crop  on  the 
second,  or  third,  or  any  other  plot;  neither  the  inequality 
of  the  seasons,  nor  any  other  change  will  differentiate 
one  plot  from  another;  in  brief,  the  time  element  as  the 
cause  of  change  is  entirely  eliminated.  The  only  thing 
that  differentiates  one  plot  from  another  is  the  difference 
in  the  capitals  employed  on  them.  Any  law  that  is  ex- 
hibited by  the  quantities,  will  also  be  exhibited  by  the 
values  of  the  crops. 

Moreover,  an  additional  concept  will  be  introduced. 
The  customary  schematic  illustration  of  the  laws  of  re- 
turns is  best  shown  in  a  table  of  three  columns.  The 
first  contains  the  increasing  series  of  capitals,  the  sec- 
ond the  produce,  the  third  the  differences  of  the  figures 
contained  in  the  second  column  and  which  are  assigned 
and  allotted  to  the  differences  in  the  figures  of  the  first 
column,  to  the  successive  "doses"  of  capital.  Here  we 
shall  add  a  fourth  column.  It  will  contain  in  each  line 
the  produce  per  unit  of  capital,  or  rather  per  hundred 
dollars  of  capital ;  in  other  words  the  rates  of  retiun,  the 
rates  of  profit,  realized  on  these  various  capitals.  In 
their  nature  each  figure  in  the  fourth  column  is  a  ratio 
of  the  two  figures  on  the  same  line  in  the  second  and 
first  colimms  respectively,  expressed  in  per  cent. 
This  fourth  column  is  so  important  for  our  purposes 
that  we  have  frequently  omitted  the  second  and  third 
colimms  and  just  show  the  comparison  of  the  capitals 
and  the  respective  rates  of  profit  realized  on  them.* 

Economists  have  constructed  another  pair  of  laws  of 
returns  based  on  tendency,  on  time.  A  law  of  decreasing 
returns  is  supposed  to  hold  in  time  for  agriculture,  and 

9.  Marthall.  Prindplat,  p.  231  n.  girw an  ezperinMnt  oo  four  ploU,  Cftnrer,  Distribo- 
tkm  of  Weslth,  p.  58.  Table  A.  omiU  ool.  3  aimI  shows  ool.  4.  Tmmig»  Prineiplss.  vol.  ii. 
pp.  57-60,  traaU  the  problem  of  rente  in  both  mnnners,  but  none  reoocnited  that  in 
the  eeoond  manner  of  treatment  the  values  instead  of  physical  quantities  may  be  taken, 
and  thus  the  flnandal  statemente  of  businesses  be  used  in  support  of  the  theories. 
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one  of  increasing  returns  for  industries.  The  results  ob- 
tained are  wrong,  or  as  Marshall  expresses  it  ^'imsatis- 
factory."  ^  He  also  suspects  the  soiu^ce  of  the  error, 
namely,  that  the  concept  of  a  supply  curve  in  time  has 
three,  and  not  two  dimensions,  and  those  theorems 
based  on  a  descending  supply  curve  are  obviously 
invalid. 

2.  It  has  been  shown  that  larger  capitals  permit  a 
smaller  investment  per  imit  of  production  for  every 
constituent  part  of  the  capital,  if  the  tools  are  of  larger 
size.  Nothing  has  been  said  what  the  result  would  be,  if 
the  larger  capital  is  used,  not  for  larger  tools,  but  for  a 
greater  number  of  tools  of  the  same  size.  What  would 
be  the  result,  e.  g.,  if  a  factory  of  $200,000  just  duplicates 
the  appliances  of  a  factory  with  a  capital  of  $100,000; 
in  other  words,  if  the  larger  capital  consists  in  more,  but 
not  in  larger  tools  than  that  possessed  by  the  smaller 
capital. 

Two  engines  of  one  horse  power  each  can  do  pieces  of 
work  which  one  engine  of  one  horse  power  cannot  do, 
and  similarly  with  two  laborers.  A  factory  with  twice 
the  working  capital  can  accept  orders  which  the  smaller 
one  must  refuse.  If  the  times  are  dull,  this  is  indeed  an 
advantage.  But  here  we  suppose  normal  times,  that  is 
to  say  a  condition  in  which  the  business  o£fered  equals 
the  capacity  of  the  factories.  Therefore,  there  is  no  ad- 
vantage in  this  feature  at  all. 

If,  however,  we  define  a  larger  capital  to  mean  larger 
tools,  then  the  examples  show  that  not  only  is  the  in- 
vestment per  unit  of  output  smaller  in  the  case  of  larger 
capitals,  but  that  the  cost  of  production  of  larger  tools, 
of  larger  capitals  is  smaller.  Under  the  term  larger 
capital,  we  shall  mean  one  consisting  of  larger  tools  and 
not  one  of  more  tools  of  the  size  of  the  smaller  capital. 

1.  Mwhtll,  Piindplet,  p.  519,  and  note  p.  S80. 
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For  capitals  thus  defined  the  following  law  of  increasing 
rate  of  returns  holds  for  every  constituent  part  of  the 
capital: 

In  every  production,  each  of  the  constituent  parts  of 
the  capital  exhibits  a  law  of  increasing  returns,  in  that 
its  successive  doses  earn  an  increasing  rate  of  profit. 

The  interaction  of  the  different  constituent  parts  of 
the  capital  forms  a  barrier  which  brings  this  increase  in 
the  rate  of  profit  to  a  dead  stop  at  a  certain  point.  Take 
again  the  case  of  working  capital,  particularly  raw  ma- 
terial. There  is  an  interaction  between  it  and  the  fixed 
assets.  The  latter  can  work  up  into  finished  products 
only  a  certain,  clearly  determinable,  amoimt  of  raw 
material.  If  there  is  more  of  the  latter  then  this 
amount  of  the  capital  invested  in  it  is  ''dead,''  it  gives 
no  return  at  all.  Up  to  that  point  the  successive  doses  of 
the  capital  invested  in  raw  material  exhibit  the  law  of 
increasing  returns.  Every  further  dose  shows  no  return 
whatsoever,  and  similarly  with  all  other  constituent 
parts  of  the  capital.  Therefore,  the  manufacturer  will 
be  careful  to  invest  his  capital  so  that  not  a  single  dose 
of  any  of  the  constituent  parts  of  his  capital  shall  be 
''dead."  If  his  doses  are  $100  each  he  will  in  making 
the  plans  for  his  factory  gradually  allot  it  to  that  con- 
stituent part  which  in  virtue  of  the  increasing  return 
yields  the  highest  rate  and  is  not  yet  checked  by  its  re- 
lation to  the  other  parts.  If  he  has  done  this  planning 
well,  the  completed  factory  will  exhibit  such  an  inter- 
action of  the  constituent  parts  of  the  capitals  as  to  result 
in  the  following  law: 

In  a  properly  arranged  hueiness  the  rates  of  profit  on 
the  marginal  doses  of  all  the  constituent  parts  of  the 
capital  are  equals  and  (his  gives  the  maximum  rate  of 
profit  on  the  whole  capital. 

ia  obvious.    If  a  marginal  doee  would  give  a 
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T.  N.  Carver/ but  the  parallelism  with  Gossen's  law  has 
not  been  noted,  nor  its  exact  formulation. 

If,  then,  we  compare  with  each  other  the  returns  on 
equal  capitals  engaged  in  the  same  business  we  shall  find 
great  differences.  Those  whose  constituent  parts  con- 
form to  the  above  law  will  yield  the  maximum  rate  of 
profit.  The  rate  will  be  the  less  the  more  the  parts 
deviate  from  above  equilibrium.  Two  capitals  in  the 
same  business,  both  of  which  are  invested  in  items  in 
equilibrium,  will  yield  the  same  rate.  If  all  parts 
except  one  are  in  equilibriimi  and  that  one  increases 
toward  the  equilibriimi  and  beyond,  the  rate  of  profit 
on  the  whole  capital  will  increase  till  the  equilibrium 
is  reached  and  decrease  thereafter.^  This  is  most 
frequently  seen  in  the  case  of  working  capital.  In  a 
new  country  farmers  have  very  rarely  a  sufficient 
amount  of  it,  or  what  comes  to  the  same  thing,  the 
amount  invested  in  land  is  too  large  as  compared 
with  the  balance,  the  working  assets.  The  same 
holds  in  old  countries  particularly  where  a  metayer 
system  prevails.  The  temptation  of  the  tenant  to 
lease  too  much  land  for  his  capital  seems  irresistible. 
The  optimism  of  the  business  man  does  not,  and  cannot 
prevent  the  proper  investment  in  fixed  commodities,  but 

3.  See  also  Arthur  S.  Dewing,  "The  Law  of  Balanced  Retuma,**  American  Eco- 
nomics Review,  1917.  pp.  705  If. 

4.  This  phenomenon  has  been  magnified  into  the  original  and  principal  source  of  the 
laws  of  increasing  and  decreasing  return.    Marshall,  Principles,  p.  230. 

It  may  not  be  out  of  place  to  call  attention  again  to  the  fact  that  the  laws  of  return 
used  here  refer  to  the  fourth  and  the  second,  but  not  to  the  third  ccrfunm  of  our  schematic 
representation.  The  second  column  shows  that  the  returns  t'nerMM,  the  third  ccrfumn 
shows  that  while  they  increase,  the  increase  is  getting  gradually  smaller.  Here  this  ph^ 
nomenon,  based  on  the  second  ccrfumn,  is  called  a  law  of  inenating  returns.  In  the  pees- 
ent  economics  literature  the  phenomenon,  based  on  the  third  column,  is  called  a  law  of 
deere€uino  returns.  In  the  terms  of  mathematics,  our  description  refers  to  the  ordlnales 
of  the  function,  or  to  their  ratio  to  col.  1,  which  are  given  in  etA.  4,  and  they  iBcnMt 
indeed;  the  present  customary  formulation  refers  to  the  differences  of  suncifsriia  or- 
dinates,  and  these  differences  become  indeed  smaller,  the  nearer  we  oome  to  the  nail- 
mum.  The  new  form  is  simpler,  and  as  the  results  show,  more  fruitful.  Finally:  Both 
formulations  are  directly  the  results  of  the  eiistenea  of  a  w*^«iw>iiwi 
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a  clear  statement  of  the  loss  due  to  the  increase  of  a 
component  part  of  the  capital  beyond  the  equilibriimi. 
In  Bulletin  No.  726  ^  is  an  excellent  statement  of  the 
difficulty  of  ascertaining  just  when  the  equilibrium  is 
reached. 

3.  In  what  follows  only  balanced  factories  will  be 
compared  with  each  other. 

It  was  shown  that  each  constituent  part  of  the  capital 
obeys  a  law  of  increasing  returns.  If  then  the  capital  of 
a  factory  is  larger  than  that  of  another,  this  series  of  in- 
creasing figures  is  carried  further  in  each  of  the  com- 
ponent parts,  in  that  the  whole  of  the  larger  capital  will 
yield  a  larger  retmn  not  only  absolutely,  but  also  rela- 
tively, than  the  smaller  one.  In  other  words  the  rates  of 
retmn  on  the  invested  capitals  of  different  plants  en- 
gaged in  the  same  industry  are  the  greater  the  larger  the 
capitals  are.*  This  is  the  old  law  of  increasing  returns 
expressed  m  a  more  convenient  form. 

In  the  first  part  a  variety  of  causes  was  given  to  ac- 
count for  the  fact  that  the  law  of  increasing  returns 
comes  to  a  stop  at  the  optimmn  size.  As  these  causes 
were  not  known  before  two  other  views  gained  promi- 
nence. One  was  enunciated  by  Karl  Marx.  He  teaches 
that  the  greater  the  capital  the  higher  the  rate  of  return, 
the  greater  the  advantage  the  possessor  of  the  largest 
plant  in  any  line  of  industry,  so  that  the  smaller  plants 
find  it  increasingly  difficult  to  maintain  themselves,  and 
ultimately  a  monopoly  emerges  in  every  line  of  industry. 
Competition  disappears.  But  monopolies  are  '^  incom- 
patible with  their  capitalistic  integument"  and  then 
''the  knell  of  capitalist  private  property  sounds."  ^ 

8.  MoorbouM  and  otben  oo  Susar  Baets  in  Colorado. 

0.  Bven  this  obvious  ooneludoo  from  the  prtiont  law  of  infirwaiim  ratitrna  oraitoiiaa 
the  preeent  theoriee  of  profit,  whkfa  are  baaed  oo  the  aaaiimption  of  a  nonnal,  aa  av«aaa 
rate. 

1.  KarlMan,Capital,  EngUeheditionof  KerrACo.,Tol.l,efaa|».8S,^88S.  Heaa- 
ncna,  however,  a  different  eauat  for  the  law  of  innnaring  retvma. 
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law  of  increasing  returns,  which  in  turn  is  based  an  the 
superiority  of  larger  over  smaller  tools,  as  to  capitaliza- 
tion per  unit  of  output,  and  as  to  cost  of  production. 

The  emergence  of  profit  is  not  due  to  capital  as  such, 
nor  to  its  productivity,  however  defined,  nor  to  ab- 
stinence, nor  to  waiting,  nor  to  a  preference  of  present 
over  future  goods,  nor  to  great  managerial  abiUty,  nor 
to  the  labor  of  the  manager,  nor  to  that  of  his  workmen, 
nor  to  the  exploitation  of  the  latter,  nor  to  the  institu- 
tion of  private  property.  This  appears  from  the  follow- 
ing three  facts: 

1.  If  all  the  factories  in  an  industry  have  the  same 
size  of  capital,  none  of  them  make  any  profit  except 
they  form  a  trust,  which  is  excluded  here.' 

2.  If  the  factories  have  different  sizes,  the  marginal 
producers,  the  producers  with  the  smallest  capital,  make 
no  profit. 

In  these  two  cases  all  those  concepts  are,  or  may  be, 
present;  nevertheless,  profit  does  not  emerge. 

3.  In  the  larger  factories  of  the  second  case  they  are, 
or  may  be,  present  at  the  same  rate,  nevertheless  the 
rates  of  profit  differ. 

There  is  no  normal  rate  of  profit  as  the  older  theories  I 
assume.  Their  primary  data  are  correct,  the  rates  dif-' 
fer.  But  they  ascribed  the  whole  of  the  differences  to 
fortuitous  causes  and  formed  a  secondary  datimi  by 
'' adjusting"  to  an  equality  the  primary  data,  and  thus 
even  the  differences  which « were  not  due  to  fortuitous 
causes  were  extinguished.  But  it  must  be  stated  that 
economists  have  already  expressed  doubts  as  to  the 
propriety  of  this  procedure.* 

3.  See  note  on  the  mathematioal  theory  of  eompetltkHi  in  the  ptmeai  wiHer't  **8iig- 
geetions  on  the  Theory  of  Value."  Qoartcrly  Joumnl  of  Boonomioe,  AugiMt,  1005.  p.  688. 

4.  Tauanc.  Prindplee,  toI.  ii,  p.  123.  Differeneee  in  the  oott  of  prodttctkm  were 
always  known  to  eziet  in  acricultore.  Therefore  it  ie  natural  that  the  fint  attempt  to 
base  on  them  a  theory  of  profit  thould  hare  emanated  there,  namely  Rioardo*a  theoty  of 
rent.  For  ita  short-eominci  aa  well  aa  ita  eonneetioo  with  the  preaent  iBTeatigatkm,  aeo 
p.  124,  ibid. 
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exist  under  private  ownership.  It  is  conceivable,  but 
highly  improbable  that  communism  will  have  nothing 
but  factories  of  the  optimimi  size  in  all  industries,®  in 
which  case  the  costs  of  all  factories  will  be  equal.  There- 
fore, the  Marxican  theory  does  not  Tprove  that  we  are 
headed  toward  communism.  It  simply  assumes  in  its 
secondary  data  that  a  state  of  communism  exists  or 
rather  one  that  may  be  conceived  to  exist  in  com- 
mimism.^ 

4.  In  a  credit  operation  the  relation  between  bor- 
rower and  lender  is  that  of  a  partnership  in  which  one 
partner,  the  lender,  enjojrs  certain  preferences.  They 
are  of  a  great  variety  and  need  not  be  given  here.  The 
lender's  share  of  the  profits  is  called  interest. 

If  a  manufacturer  goes  into  business  by  borrowing 
just  as  much  as  he  owns  himself,  his  profit,  in  virtue  of 
the  law  of  increasing  retiuns,  will  be  more  than  twice 
as  much  as  he  would  have  realized  on  his  own  money 
alone.  He  can,  therefore,  pay  the  lender  one-half  of  the 
profits  and  still  be  the  gainer.  On  the  other  hand,  the 
lender  receives  also  more  than  he  would,  if  he  were  to 
go  into  business  with  his  money.  For  instance,  if  the 
borrower  and  the  lender  went  into  the  manufacture  of 
shoes  in  1914,  each  for  himself  would  have  realized  13 
per  cent.  By  lending  the  money  to  the  borrower,  and 
staying  out  of  business,  the  latter  would  have  made  17 
per  cent  on  his  money,  and  would  have  been  able  to  pay 
the  lender  also  17  per  cent,  so  that  each  would  have 
profited  to  the  extent  of  4  per  cent.  But  the  lender  is  not 
entitled  to  17  per  cent.  He  can  only  expect  to  receive 
what  he  would  have  made,  if  he  had  gone  into  business 
himself,  namely,  13  per  cent.  Then  the  borrower  would 

6.  Id  acrioulture  this  ia  quite  impoMible. 

7.  Altogether  thii  ia  a  fine  emnple  for  Seeriet't  complaint  (loe.  flit.):  "It  is  ■eoondiy 
data  which  are  generally  used  and  unfortunately  too  often  without  a  eliar  kiM  aa  to 
their  merits  for  the  purposes  in  mind." 
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business,  and  if  he  can  properly  manage  this  business  on 
$200,000  capital,  then  it  is  clear  that  his  managerial 
capacity  is  larger  than  the  one  needed  for  a  capital  of 
$100,000.  Managerial  talent  is  a  constituent  part  of 
business,  but,  of  course,  not  of  the  capital.  Nevertheless, 
the  law  of  equilibrimn  which  holds  for  the  constituent 
parts  of  capital  may  be  applied  also  to  managerial  talent. 
And  here  deficiencies  and  excesses  occur  frequently,  and 
it  cannot  be  otherwise  xmder  the  institution  of  private 
property.  The  manager  or  owner  may  be,  and  fre- 
quently is  too  big  or  too  small  for  his  job.  In  the  above 
case  the  manager  is  too  big,  or  the  capital  of  $100,000  is 
too  small  for  the  equilibriiun.  The  only  way  to  estab- 
lish a  better  equilibrium  is  to  borrow  the  other  $100,000, 
and  thus  the  law  of  increasing  retiuns  is  put  into  motion 
and  yields  the  pure  gain  to  borrower  as  well  as  lender. 
The  lender  gives  no  labor  for  it,  he  loses  nothing,  or 
to  use  Warren's  illustration,  his  labor,  time,  and  talent 
staves  have  the  same  length  before  and  after  the  loan. 
By  increasing  it  till  it  equals  the  former,  the  bucket,  the 
business,  ''holds"  more  profit,  although  none  of  the 
three  staves  have  been  increased  in  length. 

The  size  of  a  loan  may  be  measiu-ed  in  two  ways. 
First,  it  has  an  absolute  size,  in  dollars.  A  large  loan, 
measured  thus,  can  easily  be  broken  up  into  small  ones, 
and  small  amoimts  can  be  combined  into  a  large  loan. 
These  operations  need  the  assistance  of  a  banker,  but 
his  charges  are  part  of  the  expense  of  raising  capital  and 
not  a  part  of  the  interest  payments.  The  size  measured 
in  this  way,  has,  therefore,  no  influence  on  the  rate  from 
the  point  of  view  discussed  here,  but  it  is,  indeed,  in- 
fluenced by  the  former  in  virtue  of  the  laws  of  price. 
The  second  manner  of  measuring  the  size  of  a  loan  is 
relative  by  comparing  it  with  the  amount  of  money 
owned  by  the  borrower.    In  other  words,  the  loan  is 
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time  "  loans.  The  former  is  defined  as  a  loan  for  a  season 
or  a  shorter  time.  A  commercial  loan  for  the  peak  of  the 
season  conmiands  the  lowest  rate,  one  for  the  whole 
season  the  highest  rate,  but  it  is  ordinarily  lower  than 
long-time  loans.  The  peculiar  characteristic  of  the  com- 
mercial loan  is  due  to  the  fact  that  the  lender  is  satisfied 
with  a  remxmeration  which  does  not  equal  the  agreed- 
upon  rate  of  the  loan  for  a  year,  or  a  season,  but  only 
that  ratio  of  it  which  the  length  of  the  loan  bears  to  a 
year.  If,  for  instance,  the  loan  is  for  a  month,  the  lender 
receives  only  one-twelfth  of  a  year's  interest.  But  every 
dollar  in  business  realizes  the  same  profit,  actual  profit 
(and  not  pro  rata  profit),  whether  it  "works"  the  whole 
season  or  only  a  day.^  Such  loans  obviously  yield,  com- 
paratively speaking,  enormous  profits  to  the  borrower. 
For  instance,  on  a  4  per  cent  loan,  that  runs  only  for  a 
single  day  of  the  year,  the  borrower  makes  more  than  a 
thousand  times  as  much  as  the  lender,  hence  the  pro- 
found importance  of  commercial  loans  for  business  and 
the  whole  economic  life  of  a  people. 

L.   KOTANY. 
St.  Louis,  Mo. 


1.  This  is  obvious  from  the  definition  of  oaintel  siven,  iMutioularly  if  the  Fedeiml 
Trade  Commission  had  used  the  liighest  amount  of  commercial  loans  in  force  during  the 
year  instead  of  the  average.  Only  then  can  a  factory  that  uses  conmierdal  loans  be 
compared  with  one  that  does  not,  or  not  to  the  same  extent.  If  this  had  been  done*  some 
of  the  deviations  from  our  laws  would  not  have  appeared  in  the  examples  at  all.  Thb 
shows  agiun  that  the  formation  of  secondary  data  requires  the  utmost  care  and  caution. 

The  phenomena  mentioned  above  show  that  the  element  of  time  enters  the  problem 
of  profit  and  interest,  but  that  it  is  not,  and  cannot  be  the  cause  of  theb  emergence  as 
some  <A  the  older  interest  theories  have  it.  Profit,  and  consequently  interest,  are  con- 
cepts of  two  dimensions,  siie  and  time.  This  is  obvious  from  the  very  first  line  of  every 
profit  statement  which  gives  the  sales  "during  the  fiscal  year.**  The  selecticm  of  the 
year  as  the  unit  of  time  is  due  to  most  important  economic  considerations,  and  is  not 
purely  a  matter  of  practical  convenience  as  Bohm-Bawerk  thou^t.  See  the  present 
writer's.  "  Einige  Betrachtungen  Qber  Bohm-Bawerk's  Positive  Theory  des  Kapitals," 
JahrbQcher  fOr  NationalAkonomie  und  SUtistik.  July,  1011,  p.  88. 
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culties  in  this  field,  for  reasons  which  it  would  cany  us 
away  from  our  central  theme  to  elaborate  here.  The 
unfortunate  but  familiar  result  of  this  fact  is  that  econ- 
omists have  spent  much  of  their  energy  in  disputations 
as  to  whether  the  science  is  properly  concerned  with 
facts  and  cause-and-effect  relations,  or  with  "  welfare/' 
In  other  provinces  of  science  such  controversies  would 
seem  absurd. 

There  is  another  and  deeper  source  of  confusion  in  the 
conception  of  the  method  of  economics  which  also  in- 
volves the  relation  between  economics  and  ethics  and 
which  will  lead  directly  into  the  problem  of  this  paper. 
It  relates  to  the  ultimate  data  of  economics,  regarded  as 
a  pure  science,  dedicated  to  the  search  for  truth  and 
purified  of  all  prejudices  as  to  the  goodness  or  badness 
of  its  principles  and  results.  In  this  re^spect  also  eco- 
nomics has  been  far  behind  the  natural  sciences.  In- 
sufiScient  attention  has  been  given  to  the  separation 
between  constants  and  variables;  needless  controverey 
and  wasted  effort  have  rteulted  from  overlooking  the 
fact  that  constants  from  one  point  of  view  may  be  vari- 
ables from  another,  particularly  that  factors  which  are 
sensibly  constant  over  short  periods  of  time  must  be 
treated  as  variables  when  longer  periods  are  imder  di&- 
cus^on. 

Of  the  various  sorts  of  data  dealt  with  in  economics  no 
group  is  more  fxmdamental  or  more  xmiversally  and  un- 
questioningly  recognized  as  such  than  human  wants. 
Yet  one  main  purpose  of  the  present  discussion  is  to 
raise  serious  question  as  to  the  sense  in  which  these 
wants  can  be  treated  as  data,  or  whether  even  they  are 
piioperly  scientific  data  at  all.  We  propose  to  suggest 
that  these  wants  which  are  the  common  starting-point 
of  economic  reasoning  are  from  a  more  critical  ix>int  ci 
view  the  most  obstinately  unknown  of  all  the  unknowns 
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economics;  only  if  it  is  untrue,  or  a  very  inadequate 
view  of  the  truth,  only  if  the  "creation  of  value"  is  dis- 
tinctly more  than  the  satisfaction  of  desire,  is  there 
room  for  ethics  in  a  sense  logically  separable  from 
economics. 

In  a  more  or  less  obscure  and  indirect  way,  the  treat- 
ment of  wants  as  data  from  which  and  with  which  to 
reason  has  already  been  challenged  more  than  once. 
More  or  less  conscious  misgivings  on  this  point  imderlie 
the  early  protests  made  by  economists  of  the  "histor- 
ical" variety  against  the  classical  deductive  economics, 
and  the  same  is  true  in  a  more  self-conscious  way  of  the 
criticism  brought  by  the  modem  "historismus,"  the 
"institutional  economics"  of  Veblen,  Hamilton,  and 
J.  M.  Clark.  Thus  especially  Clark,  ^  whose  position 
most  resembles  that  herein  taken,  observes  that  the 
wants  which  impel  economic  activity  and  which  it  is 
directed  toward  satisfying  are  the  products  of  the  eco- . 
nomic  process  itself:  "In  a  single  business  establish-} 
ment  one  department  fiunishes  the  desires  which  the  \ 
other  departments  are  to  satisfy."  Hitherto  the  chief  • 
emphasis  has  been  placed  on  the  factual  instability  of 
wants  and  their  liability  to  be  changed  as  well  as  satis- 
fied by  business  activity.  This  is  usually  coupled  with  a 
deprecating  attitude,  a  tendency  to  regard  the  growth 
of  wants  as  unfortunate  and  the  n^anufacture  of  new 
ones  as  an  evil;  what  have  not  advertising  and  sales- 
manship to  answer  for  at  the  hands  of  Veblen,  for  ex- 
ample! From  the  standpoint  of  hedonism,  which  is  to 
say  of  the  economic  philosophy  of  life,  this  conclusion  is 
imdoubtedly  correct.  If  the  Good  is  Satisfaction,  there 
are  no  qualitative  differences,  no  "higher"  and  "lower" 
as  between  wants  and  that  is  better  which  is  smaller  and 
most  easily  appeased. 

1.  "EooDomiot  and  Modern  Pkyohology/'  Journal  of  Political  Koonomy,  Jaavary 
and  February,  1918.    The  quotation  is  from  pace  8. 
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want  to  be  striven  for  when  the  present  objective  is  out 
of  the  way.  Wants  and  the  activity  which  they  motivate 
constantly  look  forward  to  new  and  "higher,"  more 
evolved  and  enlightened  wants  and  these  function  as 
ends  and  motives  of  action  beyond  the  objective  to 
which  desire  is  momentarily  directed.  The  "object"  in 
the  narrow  sense  of  the  present  want  is  provisional;  it  is 
as  much  a  means  to  a  new  want  as  end  to  the  old  one, 
and  all  intelligently  conscious  activity  is  directed  for- 
ward, onward,  upward,  indefinitely.  Life  is  not  fun- 
damentally a  striving  for  ends,  for  satisfactions,  but 
rather  for  bases  for  further  strivmg;  desii^  is  more  fun-  / 
damental  to  conduct  than  is  achievement,  or  perhaps 
better,  the  true  achievement  is  the  refinement  and  eleva-  . 
tion  of  the  plane  of  desire,  the  cultivation  of  taste.  And  '. 
let  us  reiterate  that  all  this  is  true  to  the  person  acting^  / 
not  simply  to  the  outsider,  philosophizing  after  the  \ 
event. 

In  order  to  substantiate  and  support  the  doctrine 
thus  sketched  we  tiuTi  to  consider  briefly  the  opposite 
view,  which  is  that  of  the  "economic  interpretation.'' 
Historically  this  doctrine  is  associated  with  the  so- 
called  "scientific  "  socialism,^  but  we  are  here  interested 
in  it  not  in  connection  with  any  propaganda  or  polii^y 
but  simply  as  a  theory  of  conduct,  as  one  answer  to  the 
question  of  the  relation  between  economics  and  ethics. 
Our  first  task  is  to  find  out  what  the  doctrine  reaQy 
means. 

The  somewhat  various  statements  of  the  theoiy  re- 
duce in  general  to  the  proposition  that  the  coune  of  his- 
tory is  "determined"  by  "economic"  or  "materislistie'' 
considerations.  All  of  these  terms  raise  questions  of  in- 

2.  It  would  be  tuurd  to  imagina  »  moreiU-mated  Umm  HnnfafaliMapl 
for  revolutionary  propaganda,  and  a  meehaniitic  philotophj  of : 
war  aa  the  background  for  a  moral  transf onnatkm  of  Um  mUl 
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least  out  of  the  more  universal,  stable,  and  materially 
grounded  desires  of  men.  The  socialistic  popularizers  of 
the  theory  under  discussion  have  leaned  toward  the 
narrower  and  more  definite  and  logical  conception  of 
downright  necessities.^ 

The  view  of  the  man  in  the  street,  as  shown  by  stu- 
dents beginning  the  study  of  economics,  and  also  com- 
mon in  text-book  definitions  of  the  science,  is  that  the 
economic  side  of  life  is  summed  up  in  ''making  a  li\ing." 
But  what  is  a  living!  If  by  a  living  we  mean  life  as  it  is 
actually  lived,  everything  is  included,  recreation,  cul- 
ture, and  even  religion;  there  is  no  basis  for  a  distinction 
between  the  economic  and  anything  else,  and  the  term 
has  no  meaning.  At  the  other  extreme  would  be  the  idea 
of  what  is  really  necessary,  the  physiological  requisitee 
for  the  maintenance  of  life.  Even  this  tiuns  out  on  ex- 
amination to  be  hopelessly  ambiguous.  Does  "life*' 
mean  the  life  of  the  individual  only,  or  that  of  the  groop 
or  race?  If  the  latter,  does  it  include  the  increase  <€ 
munbers,  or  only  their  maintenance  at  the 
level,  or  some  other  level?  Does  what  is  " 
refer  to  conditions  under  which  life  will  be 
numbers  maintained  or  increased,  or  only  tfaoR 
which  it  could  be  done?  and  \mder  what 
to  the  tastes  and  standards,  and  the  scientifie 
nological  equipment  of  the  people?  Even  if  we  llniK  xi  % 
population  rigidly  controlled  as  to  their 
fimction  (which  is  scarcely  conceivable),  the 
necessary  to  maintain  munbers  at  a  co: 
depend  upon  the  death  rate  and  henee 
widely  with  the  scale  of  living  itself.  We 
the  conception  of  necessity  can  even 


4.  Quotations  could  be  multiplied,  from  aodalieti  uid 
the  ttatement.  Marx,  indeed,  is  typically  vacue  and 
statement  as  any  is  that  of  Engels:  "The  determiniot  eoMU 
duction  and  reproduction  of  actual  life.*'    (Fh>m  an 
demiker,  quoted  in  Ghent,  Mass  and  Qass,  ehap.  L) 
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And  it  is  not  a  large  fraction  of  a  fairly  comfortable  in- 
come which  goes  for  all  these  items,  if  the  purely  orna- 
mental, recreative,  and  social  aspects  are  excluded. 

Moreover,  when  we  scrutinize  the  actual  motives  of 
actual  conduct  it  is  clear  that  the  consciously  felt  wants 
of  men  are  not  directed  toward  nourishment,  protection 
from  the  elements,  etc.,  the  phsrsiological  meaning  of 
the  things  for  which  money  is  spent.  They  desire  food, 
clothing,  shelter,  etc.,  of  the  convenUonaL  kinds  and 
amounts.  It  is  an  ethnological  commonplace  that  men 
of  one  social  group  will  starve  and  freeze  before  they  will 
adopt  the  ordinary  diet  and  garb  of  other  groups.  Only 
under  the  direst  necessity  do  we  think  in  terms  of  ulti- 
mate physical  needs  as  ends;  the  compulsion  to  face  life 
on  this  level  is  equivalent  to  abject  misery.  A  large  pro- 
portion of  civilized  mankind  would  certainly  commit 
suicide  rather  than  accept  life  on  such  terms,  the  pros- 
pect for  improvement  being  excluded.  This  interpreta- 
tion of  motives,  which  is  the  nearest  approach  to  a 
definite  meaning  that  can  be  given  to  the  economic  in- 
terpretation, is  almost  totally  false.  It  is  simply  con- 
trary to  fact  that  men  act  in  order  to  live.  The  opposite  { 
is  much  nearer  the  truth,  that  they  live  in  order  to  act;  l 
they  care  to  preserve  their  lives  in  the  biological  sense  in  ) 
order  to  achieve  the  kind  of  life  they  consider  worth 
while.  Some  writer  (not  an  economist  or  psychologist!) 
has  observed  that  the  love  of  life,  so  far  from  being  the 
most  powerful  of  human  motives  is  perhaps  the  weakest; 
in  any  case  it  is  difficult  to  name  any  other  motive  or 
sentiment  for  which  men  do  not  habitually  throw  away 
their  lives.^ 

When  we  turn  from  the  preservation  of  individual  life 

7.  One  of  the  moet  serious  defects  of  eoonomios  ss  an  interpretstkm  of  reality  is  the 
assumption  that  men  produce  in  order  to  consume.  Except  for  those  very  low  in  Um 
economic  scale  the  opposite  is  as  near  the  truth,  and  the  motives  of  a  large  part  of  ersn 
'* lower-class"  consumption  are  sooial  in  their  nature. 
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On  every  count  this  biological  interpretation  of  hu- 
man conduct  falls  down;  no  hunger  and  sex  theory  of 
human  motives  will  stand  examination.  It  will  not  be 
denied  that  hiunan  interests  have  evolved  out  of  animal 
desires,  and  are  ultimately  continuous  with  them;  and 
an  imderstanding  of  animal  behavior  can  throw  light  on 
hiunan  problems,  but  only  if  interpreted  with  the  ut- 
most caution.  Man  hai^  risen  clear  above,  or  if  this  seems 
to  beg  any  philosophical  questions  he  has  at  least  gotten 
clear  away  from  the  plane  where  life  is  the  end  of  ac- 
tivity; he  has  in  fact  essentially  reversed  this  relation. 
It  is  not  life  that  he  strives  for,  but  the  good  life,  or  at  j 
the  ultimate  minimiun  a  decent  life,  which  is  a  conven- 
tional, cultural  concept,  and  for  this  he  will  throw  away 
life  itself;  he  will  have  that  or  nothing.  He  has  similar 
physical  requirements  with  the  animals,  but  has  be-  I 
come  so  '' particular"  as  to  their  mode  of  gratification  i 
that  the  form  dominates  the  substance.  A  life  in  which  ' 
bare  existence  is  the  end  is  intolerable  to  him.  When  his 
artificial,  cultural  values  are  in  ultimate  conflict  with 
physical  needs  he  rather  typically  chooses  the  latter, 
sacrificing  quantity  of  life  to  quaUty,  and  it  is  hard  to 
see  how  he  could  be  prevented  from  doing  so.  We  can 
scarcely  imagine  a  slave  society  placed  \mder  physical 
compulsion  so  effective  that  men  would  permanently 
live  in  it.  If  they  were  given  the  least  sight  or  knowl- 
edge of  their  masters  and  their  masters'  way  of  life,  no 
provision  however  boimtiful  for  all  physical  wants 
would  prevent  some  irrational  individual  from  setting 
up  a  cry  for  "liberty  or  death"  and  leading  his  willing 
fellows  to  the  achievement  of  one  or  the  other.  It  is  a 
familiar  historical  fact  that  it  is  not  the  violently  op- 
pressed populations  which  rebel,  but  those  whose  milder 
bondage  leaves  them  fairly  prosperous.*  The  assump- 

9.  W«  hart  omitted  mention  ol  tha  daat  ttnii^  histoiioaUy  iworfattd  with  thm 
•conomic  intarpraUtioii.  It  maj  be  ranarind  in  iMMJng  that  tha  affaeliTa  motfra  of 


G 


ETHICS  AND  THE  ECONOMIC  INTERPRETATION    467 

ideal  requirements,  and  fortunately  it  is  unnecessary  to  do 
so  as  the  doctrine  is  now  properly  passing  out  of  favor.* 
The  significance  to  be  claimed  for  the  theory  is  that  of 
supplementing  the  biological  interpretation.  Certain 
acts  not  now  useful  in  the  biological  sense  are  assumed 
to  have  been  so  in  the  past  \mder  different  conditions, 
and  the  organism  has  become  so  adjusted  to  them  that 
its  normal  functioning  depends  upon  their  continued 
performance. 

If  instincts  are  to  be  scientifically  useful,  it  must 
surely  be  possible  to  get  some  idea  of  their  number 
and  identity.  But  there  has  always  been  substantially 
unanimous  disagreement  on  this  point.  Logically  the 
choice  seems  to  lie  between  a  meaningless  single  instinct 
to  do  things-in-general  and  the  equally  meaningless  hy- 
pothesis of  a  separate  instinct  for  every  possible  a45t. 
Between  these  two  views  is  a  free  field  for  arbitraiy 
classification.  Such  fairly  concrete  lists  as  have 
given  consist  chiefly  of  eniunerations  of  the 
alternatives  of  action  in  possible  types  of  conduct 
tions,  and  largely  reduce  to  pairs  of  opposit^a.  Fir 
single  illustration,  an  animal  in  danger  may  fifl^  or 
Hence  oiu*  theorists  come  forward  with  an  ** 
for  each  of  these  types  of  reaction.  This  of 
us  nothing  of  what  we  want  to  know  which  ifi, 
of  the  possible  reactions  will  take  place.  It 
lightening  to  be  told  that  conduct  conedsts  m 
between  possible  alternatives. 

A  mere  classification  of  feelings  or  cr» 
interest,  however  void  of  scientific  ut 
the  psychologist  can  hardly  claim  to  have 
the  emotions.  In  this  connection  it  is  i 


2.  Cf .  EUnrorth  Park,  *'Ar«  IiMtiiieto  DaU  or 
Sodoloty,  September,  1021. 

Abo  C.  E.  Ayrcs,  "Inrtinot  uid  CipMity,"  Jounsl  of 
27. 1921. 
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From  the  instinct  theory  we  turn  naturally  to  the 
ancient  doctrine  of  psychology  and  ethics  to  which  it  is 
a  handmaiden,  that  the  end  of  activity  is  a  ''harmo- 
nious adjustment"  of  the  organism,  a  smooth  and  un- 
obstructed fimctioning  of  the  digestive,  neuro-muscular 
and  glandular  systems  (and  perhaps  the  reproductive 
also,  and  any  special  structures  concerned  with  tending 
the  yoimg  or  other  social  activities)  .and  for  conscious- 
ness the  feeling  of  satisfaction  or  comfort  that  goes  with 
this  condition.^  Freudianism  and  abnormal  psychology 
have  seemed  to  confirm  this  view,  and  Thorndyke  •  also 
tho  rather  guardedly  speaks  of  behavior  as  controlled  by 
' '  satisfiers ' '  and  ' '  annoyers. ' '  Perhaps  a  sufl&cient  com- 
ment on  the  hedonistic  theory  would  be  to  nm  through 
again  the  main  categories  of  economic  wants,  food, 
clothing,  shelter,  amusement,  etc.,  and  simply  ask  the 
candid  question  as  to  what  fraction  of  the  ordinary 
man's  expenditure  for  any  of  them  makes  him  ''feel 
better  "  or  is  expected  to  do  so.  The  higher  one  is  in  the 
economic  scale,  the  more  successful  in  doing  what  all  are 
trying  to  do,  the  larger  is  the  proportion  of  his  consump-; 
tion  which  tends  to  make  him  less,  and  not  more,! 
"comfortable."  t 

The  authors  of  great  imaginative  literature  —  always  5 
indefinitely  better  psychologists  than  the  psychologists ) 
so-called  —  have  never  fallen  into  any  such  palpable! 
delusion  as  the  belief  that  men  either  strive  for  happiness  \ 
or  expect  to  be  made  happy  by  their  striving.  The  same 
has  been  true  of  philosophers  and  religious  thinkers  of  all 
time,  and  even  economists  have  recognized  the  futility 


4.  The  aodalkU  have  •Mumed  hadoniam  rathar  than  arguad  for  it.  Spenoer  ra- 
garded  it  at  aloo  aziomatio  that  lif e-tuataining  aetivitiM  are  neoeaarily  pleasura-clYiaK 
(Data  of  Ethiot,  Sec.  34)  and  rioe  vena.  Modern  pracmatiam  seems  to  run  in  terma  o( 
the  same  twofold  a8sam|>tion  that  The  Good  is  identieal  with  both  the  hiologieally 
beneficial  and  the  actually  desired.  It  seems  to  us  that  oritioal  thought  eonflnns 
mon  sense  in  repudiating  both  parts  of  this  dogma. 

5.  The  Original  Nature  of  Man.    New  York.  1918. 
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worry  about  immediately  busies  himself  in  creating 
something,  gets  into  some  absorbing  game,  falls  in  love, 
prepares  to  conquer  some  enemy  or  himt  Uons  or  the 
North  Pole  or  what  not.  We  recall  also  the  case  of 
Faust,  that  the  Devil  himself  could  not  invent  escapades 
and  adventures  fast  enough  to  give  his  soul  one  mo- 
ment's peace.  So  he  died,  seeking  and  striving,  and  the 
Angel  pronounced  him  thereby  "saved":  —  "Wer 
inmier  strebend  sich  bemiiht,  den  konnen  wir  erlosen." 
The  pleasure  philosophy  is  a  false  theory  of  life;  there 
abide  pain,  grief  and  boredom:  these  three;  and  the 
greatest  of  these  is  boredom.  The  Hindus  thought  this 
question  of  happiness  through  to  the  end  long  ago,  and 
reached  the  inevitable  conclusion  —  Nirvana  —  just  life 
enough  to  enjoy  being  dead.* 

6.  There  ie  an  incident  in  the  Life  of  Pyrrhus,  m  told  by  Plutareh,  which  thowa  the 
nature  of  man  and  his  motives  so  much  better  than  all  the  sdentifio  psycholosy  ever 
written  that  it  merits  repeating  substantially  as  that  author  teUs  it. 

"  When  Pyrrhus  had  thus  retired  into  Epirus,  and  left  Kiaoedonia,  he  had  a  fair  oo- 
oasion  given  him  by  fortune  to  enjoy  himself  in  quiet,  and  to  govern  his  own  kingdom  in 
peace.  But  he  was  persuaded,  that  neither  to  annoy  others,  nor  to  be  annoyed  by  them, 
was  a  life  insufferably  lang^iishing  and  tedious.  .  .  .  His  anxiety  for  fresh  employment 
was  relieved  as  follows.  (Then  follows  a  statement  of  his  preparations  for  malring  war 
against  Rome.) 

"  There  was  then  at  the  ooiirt  of  Pyrrhus,  a  Thessalonian  named  Cineas,  a  man  of 
sound  sense,  and  .  .  .  who  had  devoted  himself  to  Pyrrhus  in  all  the  embassies  hs 
was  employed  in  .  .  .  and  he  continued  to  heap  honors  and  employments  upon  him. 
Cienas,  now  seeing  Pyrrhus  intent  upon  his  preparations  for  Italy,  took  an  opportunity, 
when  he  saw  him  at  leisure,  to  draw  him  into  the  following  conversation:  —  *  The  Ro- 
mans have  the  reputation  of  being  excellent  soldiers,  and  have  the  command  of  many 
warlike  nations:  if  it  please  heaven  that  we  conquer  them,  what  use.  Sir,  shall  we  make 
of  our  victory?  '  '  Cineas,*  replied  the  king  *  jrour  question  answers  itself.  When  the 
Romans  are  once  subdued,  there  is  no  town,  whether  Gredc  or  barbarian,  in  all  the 
country,  that  will  dare  oppose  us;  but  we  shall  immediately  be  masters  of  all  Italy* 
whose  greatness,  power  and  importance  no  man  knows  better  than  you.'  Cineas,  after 
a  short  pause,  continued.  *  But,  after  we  have  conquered  Italy,  what  shall  we  do 
next.  Sir?  '  Pyrrhus,  not  yet  perceiving  his  drift,  rq;>lied, '  There  is  SSdly  very  near,  and 
stretches  out  her  arms  to  receive  us,  a  fruitful  and  populous  island,  and  easy  to  be 
taken.  .  .  .*  '  What  you  say,  my  prince,'  said  Cineas,  '  is  very  probable;  but  is  the 
taking  of  Sicily  to  conclude  our  expeditions?  *  '  Far  from  it,*  answwed  Pyrrhus,*  *  for 
if  heaven  grant  us  success  in  this,  that  success  shall  only  be  the  prelude  to  greater  things. 
Who  can  forbear  Libya  and  Carthage,  then  within  reach?  .  .  .  And  when  we  have  made 
such  conquests,  who  can  pretend  to  say  that  any  of  our  enemies,  who  are  now  so  inso- 
lent, will  think  of  resisting  us?  '  To  be  sure,*  said  Cineas, '  they  will  not;  .  .  .  But 
when  we  have  conquered  all,  what  are  we  to  do  then?  '  '  Why,  then,  my  fiiaod,*  said 
Pyrrhus,  laughing,  we  will  take  our  ease,  and  drink,  and  be  marry.'  Qncaa,  having 
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is  economic.  The  question  of  the  effectiveness  of  the 
adaptation  of  means  is  the  only  question  to  be  asked 
regarding  conduct,  and  economics  is  the  one  and  all- 
inclusive  science  of  conduct.^  From  this  point  of  view 
the  problem  of  life  becomes  simply  the  economic  prob- 
lem, how  to  employ  the  existing  and  available  supplies 
of  all  sorts  of  resources,  himian  and  material,  natural 
and  artificial,  in  producing  the  maximum  amount  of 
wantrsatisfactionf  including  the  provision  of  new  re- 
sources for  increased  value  production  in  so  far  as  the 
present  population  finds  itself  actually  desiring  future 
progress.  The  assumption  that  wants  or  ends  are  data 
reduces  life  to  economics,^  and  raises  again  the  question 
with  which  we  started  out,  Is  life  all  economics  or  does 
this  view  require  supplementing  by  an  ethical  view  of 
value? 

The  conception  of  economics  outlined  above  is  in 
harmony  with  the  traditions  of  economic  literature. 
The  "economic  man,"  the  familiar  subject  of  theoretical 
discussion,  has  been  much  mistreated  by  both  friends 

9.  For  purpoMs  of  academic  division  of  labor  thia  will  hare  to  be  reatrioted  by  ez- 
eludinc  the  teohnolocical  aapect  of  adaptation  and  reatriotinc  eoonomica  to  the  ceneral 
theory  of  organisation.  Moat  of  the  attention  will  praotieally  be  given  to  the  theory  of 
the  exiting  organisation,  through  private  property  and  competitive  free  exchange, 
which  makea  eoonomica  virtually  the  science  of  prioea.  Our  definition  of  the  eoonomie 
aspect  of  behavior  indudea  not  only  technology  as  ordinarily  understood  but  the 
techniques  of  all  the  arta. 

1.  That  is,  on  the  practical  or  conduct  side.  A  word  may  be  in  place  as  to  the  relation 
between  economics  as  a  science  thus  broadly  conceived  and  related  sciences.  Conduct 
is  not  co-extensive  with  human  behavior;  much  of  the  latter  is  admittedly  eapridoaa. 
irrational,  practically  automatic,  in  ita  nature.  Different  actiona  have  in  varioua  de- 
grees the  character  of  conduct,  which  we  define  with  Spencer  as  '*the  adaptation  of  acta 
to  ends,"  or  briefly,  deliberative  or  rational  activity.  Much  that  is  at  the  moment 
virtually  reflex  and  unconacious  is,  however,  the  result  of  habit  or  of  aelf-legialation  in 
the  past,  and  hence  ultimately  rational.  But  there  is  a  place  for  the  study  of  automatJe 
responses,  or  behavioriam,  and  abo  for  psychology,  which  abould  not  be  eoofuMd  with 
the  former. 

We  have  by  no  meana  meant  to  repudiate  the  attempt  of  biology  to  explain  the  end 
or  motives  which  the  sdenoe  of  conduct  uses  aa  data.  Thia  is  altogether  oommendabla, 
aa  is  abo  the  effort  to  explain  biology  in  physico-chemical  tenna.  These  researehei 
should  be  ptished  aa  f ar  aa  possible;  we  object  only  to  the  uncritical  assumption  that 
they  have  explamed  something  when  they  have  not,  and  to  dogmatie  assertion  (ctehflr 
way)  as  to  how  far  it  is  intrinsically  possible  to  earry  sueh  esplanationa. 
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wants  are  not  ultimately  data  and  the  individual  more 
or  less  completely  recognizes  that  they  are  not. 

The  definition  of  economics  must,  therefore,  be  re- 
vised to  state  that  it  treats  of  conduct  in  so  far  as  con- 
duct is  amenable  to  scientific  treatment,  in  so  far  as  it  is 
controlled  by  definable  conditions  and  can  be  reduced  to 
law.    But  this,  measiu*ed  by  the  standard  of  natural 
science,  is  not  very  far.  There  are  no  dcUa  for  a  science  of 
conduct  in  a  sense  analogous  to  natural  science.   The 
data  of  conduct  are  provisional,  shifting,  and  special  to 
individual,  imique  situations  in  so  high  a  degree  that 
generalization  is  relatively  fruitless.  For  the  time  hexng^ 
an  individual  acts  (more  or  less)  as  tf  his  conduct  were 
directed  to  the  realization  of  some  end  more  or  less 
ascertainable,  but  at  best  provisional  and  vague.   The 
person  himself  is  usually  aware  that  it  is  not  really  final, 
not  really  an  "end";  it  is  only  the  end  of  the  particular 
act,  and  not  the  ultimate  end  of  that.  A  man  engaged  in 
a  game  of  chess  acts  as  if  the  supreme  value  in  life  were 
to  capture  his  opponent's  pieces;  but  this  is  obviously 
not  a  true  or  final  end;  the  circumstances  which  have  led 
the  individual  to  accept  it  as  end  for  the  moment  come 
largely  imder  the  head  of  accident  and  cannot  be  re- 
duced to  law  —  and  the  typical  conduct  situation  in 
civilized  life  is  analogous  to  the  game  in  all  the  essential 
respects. 

A  science  of  conduct  is,  therefore,  possible  only  if  its 
subject-matter  is  made  abstract  to  the  point  of  telling 
us  little  or  nothing  about  actual  behavior.  Economics 
deals  with  the  form  of  conduct  rather  than  its  substance 
or  content.  We  can  say  that  a  man  will  in  general  prefer 
a  larger  quantity  of  wealth  to  a  smaller  (the  principal 
trait  of  the  economic  man)  because  in  the  statement  the 
term  ''wealth"  has  no  definite  concrete  meaning;  it  is 
merely  an  abstract  term  covering  everything  which  men 


/ 
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that  the  criticism  of  an  end  implies  some  standard^ 
which  can  logically  only  be  another  end,  which  to  enter 
into  logical  discourse  must  be  viewed  as  a  datum,  like  the 
first.  Hence,  scientifically,  we  can  never  get  beyond  the 
question  of  whether  one  end  conflicts  with  another  and  if 
so  which  is  to  be  sacrificed.  But  this  mere  comparison  of 
ends  as  given  magnitudes  belongs  to  the  economic  cal- 
culation involved  in  creating  the  maximum  amoimt  of 
value  or  want-satisfaction  out  of  a  given  fimd  of  re- 
sources; hence  there  seems  to  be  no  place  for  anything 
but  economics  in  the  field  of  value,  and  scientifically 
there  is  none.  If  we  are  to  establish  a  place  for  ethics 
really  distinct  from  economics  and  independent  of  it,  it 
must  be  done  by  finding  ends  or  standards  which  are 
something  more  than  scientific  data.^ 

For  those  to  whom  ethics  is  only  a  more  or  less  "glori- 
fied "  economics,  virtue  is  correspondingly  reduced  to  an 
enlarged  prudence.  But  the  essential  element  in  the 
moral  conmion  sense  of  mankind  seems  to  be  the  con- 
viction that  there  is  a  difference  between  virtue  and 
prudence,  between  what  one  "really  wants"  to  do  and 
what  one '  *  ought "  to  do ;  even  if  some  religious  or  other 
"sanction"  makes  it  ultimately  prudent  to  do  right,  at 
least  it  remains  true  that  it  is  prudent  because  right  and 
not  right  because  prudent  or  because  there  is  no  differ- 
ence between  the  two.  A  considerable  part  of  the 
literatiu*e  of  ethics  consists  of  debate  over  the  validity  of 
this  distinction  and  of  moral  common  sense,  which  is  to 
say  over  whether  there  is  any  such  thing  as  ethics  or  not, 
and  the  question  creates  perhaps  the  most  f imdamental 

4.  It  was  remarked  early  in  the  present  diaeuaeion  that  one  leadinc  achool  of  ethioiali 
(the  hedonistic)  merely  enlarge  the  principles  of  economies  and  do  not  believe  in  any 
other  ethics.  Economists  have  usually  held  to  this  view  —  the  iMinciple  is  the  samd 
whether  their  good  is  called  pleasure  or  want-eatisfaetion,  so  long  as  it  is  held  to  ba 
quantitative  —  and  now  the  same  position  is  being  taken  up  by  the  reaOstic  sebool  of 
philosophers  who  regard  value  as  a  real  quality  in  things.  Cf .  R.  B'.  Perry,  The  Moral 
Economy. 
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things,  yet  we  cannot  think  of  anjrthing  as  real  without 
force  as  a  real.  Apparently  we  are  incapable  of  pictur- 
ing anjrthing  as  existing  without  putting  a  spark  of  our 
own  consciousness  into  it.  Behind  every  fact  is  a 
theory  and  behind  that  an  interest.  There  is  no  purely 
objective  reason  for  believing  anjrthmg  any  more  than 
there  is  for  doing  anything,  and  if  our  feelings  tell  us 
nothing  about  reality  then  we  know  and  can  know  noth- 
ing about  it.  From  this  it  is  an  easy  step  to  see  that  the 
intolerable  repugnance  of  the  idea  that  not  only  duty 
and  right,  but  all  effort,  aspiration  and  sacrifice  are  de- 
lusions is  after  all  as  good  a  reason  for  believing  that 
they  are  not  as  we  have  for  beUeving  that  the  soUd 
earth  exists  in  any  other  sense  then  seeming  to  us  to 
do  so. 

But  the  main  argument  for  the  vaUdity  and  necessity 
of  a  real,  non-scientific,  transcendental  ethics  comes  out 
of  the  limitations  of  scientific  explanation.  We  have 
seen  that  the  "scientific"  treatment  of  conduct  is  re- 
stricted to  its  abstract  form,  that  its  concrete  content 
can  only  be  explained  "historically."  But  in  dealing 
with  hmnan  problems  we  are  constantly  thrown  back 
upon  categories  still  more  remote  from  the  scientific, 
upon  relations  which  cannot  be  formulated  in  logical 
propositions  at  all,  and  we  must  admit  that  a  large  part 
of  our  "knowledge  "  is  of  this  character.  That  figurative 
language  does  convey  a  meaning,  however,  is  indis- 
putable, and  it  is  commonly  a  meaning  which  could  not 
be  expressed  Uterally.  When  Bums  says  that  his  Love  is 
"like  a  red,  red  rose,"  etc.,  when  Kipling  tells  us  of 
Fuzzy-Wuzzy  that  "'E's  a  daisy,  'e's  a  ducky,  'e's  a 
lamb,"  their  words  meaning  something,  tho  it  is  not 
what  they  say  I  William  James  has  conmiented  on  the 
effectiveness  of  these  comparisons  whose  physical  basis 
is  imdiscoverable,  illustrating  by  the  statement  that  a 
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If  the  suggestions  above  thrown  out  are  sound,  there 
is  room  in  the  field  of  conduct  for  three  different  kinds 
of  treatment:  first,  a  scientific  view,  or  economics  and 
technology;  second,  a  genetic  view,  or  culture  history, 
and  third,  for  a  Criticism  of  Values.  The  discussion  of 
the  latter  will,  Uke  literary  and  artistic  criticism,  run  in 
terms  of  suggestion  rather  than  logical  statement,  in 
figurative  rather  than  literal  language,  and  its  principles 
will  be  available  through  sympathetic  interpretation 
rather  than  intellectual  cognition.* 

Frank  H.  Knight. 

UmvEBsiTT  OF  Iowa. 


6.  There  is  obviously  a  need  for  a  better  terminology,  if  histmy  and  oritidun  are  to 
have  their  methods  properly  named  and  if  they  are  to  be  adequately  distinKwished  from 
the  "sciences."  Such  adjectives  as  genetic  and  normative,  used  with  the  word  science 
are  objectionable,  but  perhaps  the  best  we  can  do.  They  do  not  sufficiently  emphasise 
the  contrasts. 

It  should  be  noted  that  some  writers  have  attempted  to  make  ethics  scientific  on  the 
basis  of  somewhat  different  logical  procedure  from  that  sketched  above.  They  regard 
the  end  of  conduct  as  the  production  of  some  "  state  of  consciousness* '  (pleasure  or  hap- 
piness) but  assume  that  the  common  sense  being  does  not  know  the  effects  of  acts  and 
hence  that  special  study  of  past  experience  (on  the  basb  of  the  jtoti  fado  satisfactorir 
ness  of  results)  is  necessary  to  secure  rules  for  guidance.  This  mssoning  does  not 
separate  ethics  from  economics,  however,  as  it  is  again  a  mere  question  of  technique  for 
securing  recognised  ends. 
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doubtedly  the  chief  cause  ^  of  the  precipitous  decline  of 
the  mark  between  May  and  November.  According  to 
theory,  the  depreciating  foreign  exchange  value  of  the 
mark  should  have  stimulated  exports  and  depressed 
imports.  Much  of  the  agitation  in  this  coimtry  for 
higher  duties  and  the  American  valuation  plan  has  been 
aimed  particularly  against  the  expected  flood  of  cheap 
goods  from  Germany;  and  similar  legislation  has  been 
passed  or  is  contemplated  in  Sweden,  Denmark,  Nor- 
way, Great  Britain,  Switzerland,  Finland,  Argentina, 
and  Japan.  The  German  trade  statistics,  however, 
show  that  instead  of  the  expected  increase  of  exports, 
the  fall  of  the  mark  last  year  was  accompanied  by  an 
increasing  excess  of  imports  over  exports. 

To  appreciate  what  occurred  last  year  one  must  recall 
Germany's  pre-war  trade  balance.  In  1913  exports 
amounted  to  about  10,000,000,000  gold  marks  and  im- 
ports to  about  11,125,000,000  gold  marks;  and  for  the 
five  years  ending  with  1913  the  average  excess  of  im- 
ports was  $370,000,000  a  year,  the  difference  represent- 
ing the  surplus  of  income  from  foreign  investments  over 
new  investment,  shipping  earnings,  toiuists'  expendi- 
tures, and  the  like.  Since  the  war  removed  most  of 
these  credits,  and  the  shipping  balance,  despite  signs  of 
remarkable  recovery  since  the  Armistice,  must  now 
stand  as  a  debit,  it  is  evident  that  with  a  foreign  trade 
of  pre-war  magnitude  Germany  would  now  need,  quite 
apart  from  the  reparation  payments,  to  expand  exports 
or  reduce  imports  by  several  hundred  million  dollars  a 
year.  The  reorganization  of  national  production  and 
consumption  impUed  would  raise  for  Germany,  even 
were  reparations  canceled,  as  difficult  a  problem  in 
foreign  trade  as  that  now  facing  any  other  nation. 

To  this  is  added  the  reparation  charge.  To  pay  the 
sum  named  in  the  Versailles  Treaty,  138,000,000,000 

2.  See  below,  pp.  601-8. 
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The  contradictory  behavior  of  German  foreign  trade 
last  year  *  is  seen  most  strikingly  by  a  comparison  of  the 
two  boom  periods  which  Germany  has  experienced  since 
the  Armistice  as  a  result  of  the  depreciating  mark  ex- 
change. The  first  occmred  in  the  fall  and  winter  of 
1919-20,  and  the  second  in  the  period  May-November, 
1921.  In  the  earlier  period  the  mark  fell  from  7.13 
cents  in  July,  1919  to  1.08  cents  in  February,  1920.  As 
will  be  seen  from  the  table,  the  result  was  a  pronounced 
increase  in  both  imports  and  exports,  in  terms  of  paper 
marks.  But  on  a  gold  basis  imports  declined  from  1,061,- 
000,000  gold  marks  in  July,  1919  to  269,000,000  gold 
marks  in  February,  1920,  while  exports  considerably 
increased.  This  is  best  shown  by  the  monthly  trade 
balance.  From  an  excess  of  imports  of  890,000,000  gold 
marks  in  July,  1919  the  unfavorable  balance  was  re- 
duced to  76,000,000  gold  marks  in  February,  1920.  In 
the  first  period  of  depreciating  mark  exchange,  there- 
fore, the  behavior  of  the  foreign  trade  bore  out  the- 
oretical expectation.  Exports  were  stimulated  and 
imports  discouraged. 

8.  Complete  trade  itatktics  for  tbfS  period  ainoe  the  Armietioe  have  not  jret  bean 
pobliabed.  For  1919  and  the  fiiat  five  moniha  of  1920  trade  data,  in  paper  marka,  were 
preaented  by  the  German  delegatea  to  the  Bruaaela  Financial  Conference.  For  1920  com- 
plete ttatiatica  by  weicht  are  available,  but  only  for  eqxMta  are  the  raluaa  giyen.*  For 
January-April,  1921  no  figuraa  at  all  hare  appeared,  but  ainoe  that  time  we  have  had 
complete  ttatiatica  by  value  a&i  by  quantity  for  both  impwta  and  ezporta.  Ineomplete 
aa  the  data  are,  they  are  yet  aufficient  to  five  the  main  outlinea  of  the  aitoation.  In 
quantity,  importa  have  fallen  from  a  monthly  average  of  6,058,000  metrio  tone  in  1918 
to  1,570,000  in  1920  and  2,167.000  in  1921.  German/a  importo  in  1920  were  thua  about 
one-fourth  of  the  quantity  imported  in  1913,  and  in  1921  were  about  one-third  the  pre- 
war ficure.  In  ezporta  the  monthly  averace  waa  6,146,000  tone  in  1918, 1 ,660,000  tona 
in  1920,  and  1,610.000  tona  in  1921.  The  ezporta  have  thua  been  about  cma-fourth  of  tha 
pre-war  ficure,  80  far  aa  quantitiea  are  conoemed.  It  will  be  aeen,  too,  that  while  importa 
Inereaaed  about  one-fourth  in  quantity  laat  jrear  over  1920,  the  quantHy  exported 
actually  declined.  The  value  figurca  are  even  more  atrikinff.  Fh>m  mmithly  averafla 
imporU  of  927.000,000  sold  marka  in  1913  importa  faO  to  571.000.000  told  marka  a 
month  in  1919-20  and  376,000,000  gold  marka  in  1921.  Ezporto  meaawfaila  deeliiied 
from  841,000,000  sold  marka  per  month  in  1913  to  256.000,000  gold  marka  a  month  In 
1919-20  and  304.000.000  sold  marka  in  1921.  In  other  wonk.  German  eoqporta  and  Im- 
porta laat  year  were  little  more  than  one-third  of  the  pre-war  figurea. 

*  Since  thia  note  waa  written  value  atatiatioa  for  importa  In  1990  have  been  pabUahed. 
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In  marked  contrast  has  been  Germany's  experience 
with  foreign  trade  dming  the  second  period  of  pro- 
noimced  exchange  depreciation,  May-November,  1921. 
The  mark  fell  from  1.77  cents  on  May  21  to  .37i  cents 
on  November  26.  As  shown  by  the  table,  imports  ex- 
panded enormously  from  May  to  October,  the  imports 
in  October  reaching  the  huge  figure  of  13,900,000,000 
paper  marks,  or  two  and  a  half  times  the  imports  for 
May.  Exports  expanded  more  moderately,  from  4,588,- 
000,000  paper  marks  in  May  to  9,700,000,000  paper 
marks  in  October.  When  reduced  to  a  gold  basis,  the 
exports  show  an  actual  decline,  from  310,000,000  gold 
marks  in  May  to  276,000,000  gold  marks  in  October. 
The  monthly  trade  balance,  which  in  May  showed  an 
excess  of  imports  amoimting  to  928,000,000  paper 
marks,  moimted  rapidly  in  each  successive  month,  imtil 
in  October  the  excess  of  imports  amoimted  to  4,200,- 
000,000  paper  marks;  in  gold  marks  the  change  was 
from  an  excess  of  imports  of  63,000,000  marks  in  May  to 
an  excess  of  120,000,000  marks  in  October.  In  other 
words,  exports  were  discouraged  instead  of  stimulated 
by  the  depreciating  exchange,  and  imports,  instead  of 
declining,  were  markedly  increased. 

II 

This  paradox  is  the  outcome  of  a  niunber  of  factors. 
Germany's  exports  are  mainly  manufactured  products. 
In  1913,  61  per  cent  of  the  whole  were  fully  manu- 
factured goods  ;^  and  as  has  been  pointed  out  by  Stinnes, 


1.  Of  the  claases  of  exports  ooutitatiDc  &  per  cent  or  more  of  total  esqMrts,  only  eoal 
C7.5  per  cent)  wm  not  a  manufactured  product.  Cereal  eqxMts  were  only  4  per  cenit 
and  Bucar  lees  than  3  per  cent.  Total  raw  matoials  were  but  16  per  cent.  Of  those  ea^ 
ceedinc  6  per  cent,  cotton  goods  (5.6  per  cent)  and  woolen  goods  (5.0  per  oent)  wera 
mainly  dependent  on  imported  raw  material.  Only  iron  goods  (13.3  per  oeot)  and  map 
ohinery  (7.6  per  cent)  could  find  the  greater  part  of  their  materials  at  home;  and  whh 
the  loes  of  Alsace-Lorraine  and  Silesian  supplies,  Germany  would  now  need,  in  order  to 
maintain  its  industry  on  the  same  basis  as  in  1913,  to  import  about  35,000,000  tons  of 
ore  yearly  compared  with  14,(X)0,(X)0  tons  before  the  war. 
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materials  and  food  products  were  88  per  cent  of  total 
imports. 

German  imports  last  year  were  undoubtedly  in- 
creased also  by  the  abolition  of  state  regulation  of  food 
prices.  The  law  of  July  21,  1021  restored  the  free  sale 
and  free  pricing  of  breadstuffs,  and  at  the  same  time 
abolished  the  system  of  centralizing  in  semi-official 
hands  the  import  of  breadstuffs  and  fodder,'  so  that 
dealers  were  permitted  to  import  at  their  own  risk.  A 
computation  by  the  Harvard  Committee  on  Economic 
Research^  has  recently  thrown  much  light  upon  the 
expansion  of  our  own  agricultural  exports  last  year,  in 
marked  contrast  with  the  general  decline  in  other 
branches  of  our  export  trade.  In  food  importing  coim- 
tries,  food  prices  rose  relatively  to  general  prices  in 
1021,  owing  chiefly  to  the  removal  of  government  price 
control,  and  in  food  exporting  countries  food  prices  fell 
relatively  to  general  prices  in  accordance  with  the 
familiar  fact  that  in  a  period  of  liquidation  the  prices  of 
agricultural  products  usually  fall  first  and  furthest. 

The  relation  of  our  exports  to  German  imports  last 
year  was  indeed  very  striking.  In  1013,  when  United 
States  exports  to  Germany  were  16  per  cent  of  the  entire 
German  imports,  a  larger  proportion  than  was  supplied 
by  any  other  coimtry,*  they  amounted  to  $351,030,000, 
agamst  imports  of  $184,211,000.  It  1020  the  exports 
were  $311,437,000,  against  imports  of  $88,836,000;  and 
in  1021,  $372,325,000  (one-fourth  of  total  German  im- 
ports), against  imports  of  $80,270,000.  Last  year  Ger- 
many took  40  per  cent  of  our  copper  exports,  more  than 


3.  Thii  had  been  a  part  of  the  Zwangwirttehajlt  whereby  industry  was  placed  nndar 
the  control  of  the  government  or  of  eemi-pubUc  control  aaaociationa. 

4.  Harvard  Economic  Service,  Weekly  Letter,  February  18, 1983. 

6.  In  1913  Qerman  imports  from  Ruaaia  were  13  per  cent  of  the  whole,  from  Great 
Britain,  8  per  cent,  and  from  Austria-Hungary,  8  per  cent;  no  other  country  supplied 
more  than  6  per  cent. 
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of  goods  in  the  earlier  period  forced  the  passage  of  the 
export  license  law  of  December  20,  1010.  To  this  was 
added  on  May  10,  1920,  a  comprehensive  system  of  ex- 
port duties  ranging  from  2  to  10  per  cent.  The  function 
of  the  thirty  or  more  foreign  trade  control  boards  (Ana- 
senhandelatellen)  set  up  under  the  earlier  act  has  been  to 
prevent  the  denudation  of  the  home  market  and  to  ad- 
just German  export  prices  to  world  market  prices  so  as 
to  prevent  underselling.  Minimum  export  prices  were 
set  up,  and  no  licenses  were  to  be  issued  unless  the 
prices  at  which  the  goods  were  sold  corresponded  closely 
to  the  market  price  in  the  country  of  destination.  Be- 
cause of  the  difficulty  of  obtaining  reliable  and  timely 
information  the  price  adjustment  could  at  best  be  but 
approximate.  There  is  evidence  too  that  when  the  ex- 
change has  favored  foreign  selling  the  minimum  price 
requirements  have  been  evaded,  a  favorite  method  being 
the  use  of  double  invoices,  one  to  seciu^  the  requisite 
license  and  the  other  to  serve  as  a  record  for  rebating 
the  customer  later  on.  As  will  appear  presently,  how- 
ever, in  periods  of  active  home  buying  enforcement  has 
been  less  difficult.  Tho  only  partly  successful,  the  fact 
that  the  attempt  is  being  made  to  prevent  undersell- 
ing abroad  is  significant.  Besides  protecting  the  home 
market  from  denudation  it  apparently  indicates  a  desire 
not  to  excite  the  hostility  of  foreign  governments  which 
would  lead  to  discriminatory  action  against  German 
goods,  against  which,  under  the  terms  of  the  Treaty, 
Germany  could  not  retaliate.  With  the  improvement  of 
the  mark  in  exchange  during  the  spring  and  smnmer  of 
1920  and  the  approximation  of  home  prices  to  world 
prices,  widespread  complaint  against  the  export  duties 
led  to  their  gradual  relaxation  and  to  the  moderation  of 
export  control  generally.  In  April,  1921,  part  of  the  iron 
and  steel  industry  was  volimtarily  decontrolled  by  the 
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Owing,  therefore,  to  the  need  of  food  and  raw  ma- 
terials, the  extraordinary  effect  of  mark  depreciation  on 
home  buying,  and  the  entirely  justifiable  trade  policy 
which  Germany  has  pursued  in  consequence  of  the 
continually  threatening  possibility  of  denudation  of  a 
home  market  stripped  bare  by  a  long  and  severe  war, 
the  export  trade  has  not  responded  to  the  stimulus  of 
the  depreciating  exchange  value  of  the  mark.  On  the 
contrary  it  seems  not  improbable  that  German  export 
trade  would  respond  more  sympathetically  to  a  mod- 
erate rise  in  the  value  of  the  mark,  contradictory  as  that 
sounds.  By  reference  to  the  accompanying  table  again, 
it  will  be  seen  that  the  only  months  since  the  Armistice 
in  which  the  German  foreign  trade  has  shown  an  excess 
of  exports  have  been  April  and  May,  1920,  and  Novem- 
ber and  December,  1921,  the  latter  movement  continu- 
ing into  the  present  year.^  In  both  of  these  periods  the 
mark  was  rising  after  a  period  of  violent  descent.  In 
May,  1920,  the  mark  reached  2.34  cents,  compared  with 
1.08  cents  the  preceding  February.  In  December,  1921, 
the  mark  rose  to  .61}  cents  from  the  low  point  of  .37} 
cents  in  November  and  experienced  no  further  pro- 
nounced change  until  March.  The  domestic  buying 
fever  came  to  an  end  early  in  December  when  the  mark 
began  to  improve  strongly,  and  considerable  stocks  of 
goods  manufactured  diuing  the  boom  period  had  then 
no  other  market  than  the  foreign  one.  After  the  steadily 
increasing  excess  of  exports  from  November  through 
February  it  would  be  interesting  to  know  what  the 
trade  figures  will  show  for  March,  when  the  mark  again 
fell  to  a  new  low  level. 

Despite  the  improvement  in  recent  months,  however, 
it  is  not  likely  that  there  will  be  an  expansion  of  exports 

9.  In  Januaiy.  1922,  exports  exeecdad  importa  by  about  86,000,000  told  maria  and 
in  February  by  about  48,000,000  fold  mariES. 
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chine  tools^  worth  4,000,000,000  paper  marks,  that 
Russia  would  pay  the  German  shippers  one -seventh  in 
gold,  would  receive  a  credit  for  three-sevenths  until 
July,  1924,  and  would  pay  the  remainder  in  mining  and 
forestry  concessions  in  the  provinces  of  Bietka  and 
Vologda.*  As  early  as  last  November  the  Russian  com- 
missary Zinovieff  stated  that  certain  German  firms 
were  ready  to  supply  goods  to  Russia  on  pajrment  of 
only  one-tenth  in  cash,  the  reason  assigned  being  that 
they  were  bound  to  regain  the  Russian  market  at  any 
cost.  Reports  of  this  character  are  extremely  suggestive. 
If  the  economic  conference  at  Genoa  could  accomplish 
nothing  more  than  the  reopening  of  Russia  and  eastern 
Europe  to  trade  with  Germany  and  other  countries, 
that  accomplishment  alone  would  justify  the  calling  of 
the  conference. 

Until  the  Russian  trade  develops,  however,  there 
seems  little  likelihood  of  a  German  export  balance 
sufiicient  to  pay  reparations  of  substantial  amount. 
How,  then,  have  cash  payments  been  made  at  all,  and 
how,  in  addition,  has  Germany  paid  for  her  large  excess 
of  imports  since  the  Armistice?  Partly  she  has  paid  by 
selling  marks  to  foreign  investors  and  speculators.  In 
other  words,  she  has  paid  for  some  of  her  food  and  raw 
materials  with  issues  of  paper  marks  a  year  or  more  ago 
which  are  now  worth  nowhere  near  what  they  were  then, 
and  these  creditors  draw  no  interest  and  cannot  demand 
payment  in  gold  or  in  kind.  Partly  she  has  paid  by 
balances  created  in  other  countries  through  transfer  of 

2.  New  York  Times,  Januaiy  16.  February  8, 6, 16, 20, 1022.  The  Soviet't  report  for 
1921  ihowB  that  one-third  of  the  imports  via  Petrograd  were  German.  Of  1,661,000 
Russian  poods  of  metal  wares  delivered  in  all  Russia  during  November,  1364,000  eame 
from  Germany.  The  Soviet  oommereial  acenoy  at  Berlin  reports  that  in  1021,  Rosria 
gave  Germany  1260  orders  for  goods,  aggregating  800,000,000  mariES,  of  which  140,- 
000,000  marks  represented  chemieab.  Two  foreign  trade  companies  have  been  or- 
ganised in  Russia  this  year,  the  Soviet  Commissariat  for  foreign  trade  owning  61  per 
oent  of  the  stock  and  private  individuals  in  Russia  and  elseiriiere,  ddefly  in  Germany, 
owning  the  other  40  per  oent.  The  Daily  Metal  Tnd9,  Mareh  1, 1022. 
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in  mind,  however,  that  the  same  difference  between 
the  external  and  the  internal  value  of  the  mark  which 
makes  profitable  the  inward  movement  of  capital 
would  make  unprofitable  the  transfer  in  the  other 
direction,  except  to  the  lower  exchange  countries  of 
eastern  Europe,  and  except,  too,  when  the  tax  to  be 
escaped  exceeds  the  loss  on  the  exchange;  so  that  one 
wonders  by  what  means  capital  has  been  smuggled 
out  of  Germany  on  so  vast  a  scale  as  reported.  That 
the  smuggling  has  occurred,  the  multiplicity  of  reports, 
and  the  government  measures  taken,  leave  little  room 
for  doubting  J 

Germany  appears  also  to  have  obtained  her  imports  in 
part  by  barter,  or  methods  approaching  barter.  A  good 
example  is  the  exchange  of  raw  materials  for  their 
equivalent  in  finished  products  through  the  Swiss  Barter 
Institute,  and  by  private  organizations  like  the  Central 
European  Trading  Company  of  London,  which  deals 
with  the  firm  of  Schubach,  Thiemer  &  Co.  of  Hamburg.^ 
More  important  is  the  growth  of  the  Veredlungaverkehrj 

occupied  districts);  30  milliArds  represent  foreign  bank  credits,  and  15-20  milUardB 
other  credits.  The  remaininc  60  milliards  must  haTS  been  invested  in  the  purehase  of 
German  real  wealth,  property,  shares,  industries.  These  purchases  were  eztremelj 
profitable,  as  the  price  of  city  property  has  only  tripled,  and  that  of  country  piopetty 
seztupled  since  normal  times.  It  is,  then,  indiqmtaUe  that  the  loss  in  the  mark's  Tslne 
has  been  met  by  the  paiq>erisation  of  the  German  people.*'  Economic  Review,  January 
6.  1922. 

7.  A  very  interestint  explanation  of  one  method  of  doing  it  is  given  In  the  Berlin 
correspondence  of  the  Daily  News  Record,  February  7,  IMS: 

"For  several  months,  more  than  a  few  German  firms  have  been  eondueting  thsir 
overseas  trade  through  dummy  corporations  in  Rotterdam  or  Zurich.  These  eompanisB, 
with  nominal  capitalisation,  placed  orders  for  raw  materials  and  figured  as  the  direst 
selling  agents  of  the  goods  fabricated  in  Germany.  The  most  popular  tax  «i*M<g<«g 
scheme  was  for  the  small  foreign  corporation,  with  a  credit  in  the  country  of  its  origin, 
to  get  the  raw  material  and  to  ship  it  to  the  German  mill  under  a  supposed  contraet 
refining  sgreement.  The  mill  here  manufactured  the  goods  and  received  the  labor  cost, 
plus  a  minimum  of  legal  profit,  in  compensation,  and  the  real  but  hidden  profits  d^ 
rived  from  the  sale  of  the  merchandise  reposed  safdy  in  the  aceount  of  the  ostensible 
selling  corporations  across  the  frontier.  These  are  the  profits  the  German  government 
is  now  attempting  to  locate  for  taxation  purposes." 

8.  J.  Anton  de  Haas.  "The  Present  Outlook  for  United  States  TVade  with  Germany," 
the  Annals  of  the  American  Academy,  March,  1021,  p.  80. 
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home  such  as  occurred  in  Germany  last  fall,  but  by 
throwing  exporters,  as  well  as  import;ers,  into  confusion. 
With  the  mark  falling  so  fast  last  October  and  Novem- 
ber exporters  were  afraid  to  quote  prices.  It  is  evident, 
too,  that  the  stimulus  of  the  declining  rate  is  operative 
only  when  exports  are  invoiced  in  the  foreign  currency, 
for  the  decline  in  the  internal  value  of  the  mark  would 
render  it  hazardous  for  German  exporters  to  enter  into 
time  contracts  for  the  receipt  of  payment  for  exports 
priced  in  German  marks.  Eighteen  foreign  trade  boards, 
including  those  for  chemicals,  pottery,  wood,  cement, 
iron  and  steel,  ships,  paper,  and  leather,  issued  regula- 
tions requiring  exporters  to  high-exchange  countries  to 
invoice  to  the  customer  in  the  foreign  cmrency.*  Ger- 
man exporters  refused  to  sell  to  Italy  except  in  lire,  all 
imfilled  orders  to  be  canceled  if  those  terms  were  re- 
fused. 

That,  with  these  limitations,  the  stimulus  was  present, 
tho  obstructed  in  the  later  period  reviewed  by  trade 
restrictions  and  other  influences,  is  shown  by  the  course 
of  prices.  An  index  of  export  prices  is  not  available,  but 
prices  of  individual  export  groups  bear  plain  evidence. 
The  rise  of  textile  prices,  a  principal  branch  of  export, 
was  extremely  rapid  last  year  during  the  period  of  fall- 
ing exchange.  With  a  base  of  100  in  1913,  the  index  for 
this  group  was  1773  in  May,  1921,  4176  in  October  and 
6518  in  November.  This  was  nearly  double  the  No- 
vember index  for  all  commodities  (3416).'  Export  and 
internal  prices  for  earthen  and  chinaware,  chemicals, 
worsted  yarn,  pocket  knives,  and  dolls,  collected  from 
invoices,  showed  an  increase  of  the  export  price  over  the 
internal  price  of  20  to  216  per  cent  for  the  various  classes 

2.  Mancheiter  Guardian,  November  6, 1921. 

3.  Thii  ia  the  "  Federal  Wholeiale  Index."  of  wbieh  the  textile  prke  index  quoted  it 
apart. 
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of  goods.^  J.  M.  Keynes  indicated  last  November  the 
discrepancy  between  the  internal  and  the  external 
value  of  the  mark  very  ingeniously  by  pointing  out  that 
at  the  then  existing  exchange  of  1200  marks  to  the 
pound  sterling  ^Hhe  value  of  the  entire  note  circulation 
would  be  below  £80,000,000,  which  is  less  than  one- 
fifth  of  the  British  note  issue,  altho  Germany  uses  notes 
much  more  and  checks  much  less  than  we  do.  There  is 
the  further  paradoxical  result  that,  since  the  gold  re- 
serve of  the  Reichsbank  is  worth  nearly  £60,000,000, 
the  total  circulation  of  notes  valued  at  the  present  rate 
of  exchange  (and  leaving  out  of  accoimt  the  unfunded 
debt)  is  covered  by  gold  to  the  extent  of  75  per  cent,  a 
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Commodity 


Decorated  ohinaware. 

« 


Amount  of 

inyoioeat 

QermMiinter« 

nal  price 


Porcelain 


Earthenware 

« 


Locka 

Chemicala  and  laboratory  aup- 

pUea  

Sundriee  (aluminum  ware,  pocket 

knivcB,  doUa,  etc.) 

Worsted  yam  


6,U1.67 

1,016.00 

954.S8 

448.40 

263.27 

87.67 

802.03 

103.77 

1,141.41 

067.60 

70,663.00 

2,784.00 
10.413.80 
12,870.11 
14,888.04 


Amount  of 

inroioeat 

vxport 

price 


6,246.60 

2,226.68 

1,414.16 

612.60 

682.60 

84.20 

1.816.82 

828.00 

8,003.37 

1,212.70 

106,864.00 

4,617.00 
68,282.22 
16,666.32 
18,828.77 


DifTerence 


1,104.83 

1,200.44 

460.68 

164.10 

260.23 

46.63 

1,014.20 
224.23 

1,861.06 
246.20 

26,801.00 

1,888.00 

88,868.02 

3,706.21 

8,480.88 


in< 


internal 
inice 


21 
110 

48 

87 
102 
124 
126 
216 
163 

26 

34 

66 

174 

80 


Both  intenial  and  export  prices  were  given  on  the  invdcee,  together  with  the  ratea 
of  exchange  to  be  applied  to  the  quotations.  Therefore  the  figures  in  the  table  represent 
actual  transactions  between  spedfic  firms  on  a  particular  date,  chiefly  in  April,  1021. 
Many  of  the  export  prices  run  oTer  100  per  cent  aboTe  the  internal  quotations,  but  there 
is  little  consistency  among  them.  One  shipment  of  decorated  earthenware,  for  example, 
may  run  20  per  cent  above  the  domestic  inice  and  another  may  be  over  200  per  cent  in 
excels.  The  whole  series  of  quotations  seem  to  indicate  that  the  German  manufacturen 
were  charging  American  purchasers  what  the  traffic  would  bear.  This  conclusion  implies 
DO  condemnation  of  German  methods,  but  the  table  shows  that  Germany  has  an  ad- 
vantage over  foreign  competitors  in  the  cbinaware  industry  because  of  depredated 
exchange  alone. 

From  "Depreciated  Bmhange  and  International  TVade,**  U.  8.  Tariff  Commisrioii« 
1022,  p.  68. 
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figure  rivalled  only  by  the  Federal  Reserve  Banks  of  the 
United  States."  * 

The  German  price  situation  thus  bears  out  the  view 
that  in  a  period  of  depieciating  exchange  export  and 
import  prices  rise  first  and  in  close  sympathy  with  the 
exchange^  whereas  the  rise  in  internal  prices  follows 
more  slowly,  the  gap  between  the  two  providing  a 
stimulus  to  exports  and  a  burden  upon  imports.  It 
indicates  unmistakably  also  that  the  price  changes  fol- 
low the  changes  in  the  exchange  rate.  It  is  equally  clear 
that  in  this  instance  the  increase  in  note  issue  has 
followed  the  decline  in  exchange  and  the  consequent 
rise  of  prices.  As  the  Economist  has  pointed  out,  one 
might  even  argue  humorously  that  increases  in  note 
issue  have  been  good  for  the  exchange,  since  in  1921  the 
rate  of  increase  in  note  issue  was  only  about  half  that  in 

1920,  but  in  the  whole  year  1920  the  mark  fell  only  from 
50  to  73  for  the  dollar,  whereas  in  1921  it  fell  from  73  to 
310.'  The  greatest  rate  of  increase  in  note  issue  yet 
recorded  was  in  the  first  half  of  1920,  when  the  circula- 
tion rose  from  49,807,000,000  marks  to  67,608,000,000; 
yet  in  those  six  months  the  mark  exchange  rose  from 
50  to  38  for  the  dollar,  and  between  the  end  of  January 
and  the  end  of  May  when  inflation  was  most  pronounced 
of  all  the  mark  recovered  from  104  to  35.   Likewise  in 

1921,  diuing  the  period  of  falling  exchange,  note  issue 
rose  but  five  billion  marks  from  the  end  of  May  to  the 
end  of  July,  three  billion  marks  in  August,  six  billions  in 
September,  five  billions  in  October  and  nine  billions  in 
November,  the  months  of  sharpest  exchange  deprecia- 
tion, but  increased  thirteen  billions  in  December  when 
the  exchange  rate  improved  almost  100  per  cent. 

5.  Maneh«ster  Guardian,  NoTember  0, 1021. 

6.  London  Economist.  November  10. 1021 ;  aee  too  a  Tary  Intereatins  and  Moeativ* 
article  by  Robert  Crosier  Long,  Fortnightly  Review,  December,  1021. 
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deficit  compels  further  issue  of  bank  notes  and  treasury 
bills.  If  this  analysis  is  correct,  relief  for  Germany's 
financial  and  monetary  difficulties  must  be  sought  in  the 
reparations  question  and  the  foreign  trade,  rather  than 
in  some  point  farther  down  the  chain  of  consequences.^ 

John  H.  Williams. 

Harvard  Universitt. 


7.  It  is  not  intended  to  deny  that  in  an  inconvertible  paper  ntoation  the  multiplii 
tion  of  note  iesueB  is  one  major  oauae  of  ezohange  depreciation,  the  reasons  compellinc 
increased  issue  being  usually  both  internal  and  external.  For  criticism  of  the  doctrine  of 
"porchasinc  power  parity"  and  its  applicability  to  the  German  case,  see  John  H. 
THlUams,  "Foreign  Ezohange  under  Depreciated  Paper:  A  Criticism  of  Oaasel's  Doo- 
trine  of  Purchasing  Power  Ptuity,*'  Journal  of  the  American  Banktfs  Association, 
January,  1923. 
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additional  light  upon  the  particular  matter  under  examina- 
tion. 

It  would  seem  that  there  is  something  short  of  full  and  com- 
plete discussion  in  Dr.  Cole's  reference  to  the  depleted  wool 
supplies  of  the  European  countries  at  the  close  of  the  war  and 
since.  While  it  is  true  that  in  the  months  inmiediately  follow- 
ing the  armistice  those  countries  did  experience  difficulties  in 
procuring  wool  in  sufficient  quantities  for  their  needs,  it  is  also 
a  fact  that  those  difficulties  have  been  so  far  overcome  that 
Germany's  importations  of  wool  in  recent  months  have  sub- 
stantially exceeded  those  of  a  corresponding  period  in  the 
years  preceding  the  war.  In  the  past  year  Germany's  impor- 
tations of  South  American  wool  have  exceeded  those  of  any 
other  country,  being  largely  in  excess  of  those  of  the  United 
States  and  Great  Britain;  and  in  addition  to  these  large  sup- 
plies, Germany  has  been  a  heavy  buyer  at  the  English  and 
Continental  sales,  and  also  has  secured  large  quantities  in  the 
primary  markets  of  Australasia.  Upon  the  other  hand,  neither 
Belgium  nor  France  has  experienced  any  difficulty  during  the 
past  year  in  obtaining  all  the  wool  that  could  be  used.  While 
Poland  and  Czecho-Slovakia  probably  have  not  yet  pro- 
gressed so  far  in  this  respect,  plans  partly  consununated  and 
partly  in  course  of  consununation  give  assurance  of  a  satis- 
factory flow  of  such  raw  material  to  those  countries  during  the 
ensuing  year. 

In  the  course  of  offering  supplemental  facts,  it  will  be  neces- 
sary, too,  to  express  some  disagreement  with  Dr.  Cole's  state- 
ment that  labor  cost  data  on  the  current  situation  are  scarce 
and  difficult  of  ascertainment.  Information  concerning  labor 
costs  in  Germany  is  not  lacking,  for  copies  of  the  complete 
official  wage  agreements  for  the  German  industry  have  been 
made  available,  and  translations  have  been  extensively  pub- 
lished in  the  trade  papers  of  this  country,  and  in  the  Reports 
of  Hearings  held  by  the  Ways  and  Means  Committee  of  Con- 
gress. Subsequent  changes  in  the  schedule  also  have  been 
reported  from  time  to  time  during  the  past  year,  the  latest 
showing  an  advance  of  105  per  cent  from  October,  1920,  to 
November  1,  1921,  in  which  time  the  value  of  the  mark  had 
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living  mentioned  by  Dr.  Cole  is  an  effect,  rather  than  a  cause. 
When  currency  depreciation  is  complete,  the  government  will 
no  longer  be  able  to  subsidize  industries  by  assuming  part  of 
the  expenses  properly  chargeable  to  the  production  costs  of 
those  industries  (such  as  transportation),  because  the  govern- 
ment will  find  it  impossible  to  finance  such  payments  with 
additional  issues  of  paper  money. 

In  countries  where  the  depreciation  of  currency  has  been 
much  less  serious,  the  result  has  been  the  same  in  kind,  altho 
less  in  degree;  consequently  in  Great  Britain,  France  and  Bel- 
gium, labor  costs  are  not  so  low  as  in  Germany,  altho  much 
more  below  the  level  of  wages  for  similar  occupations  than 
before  the  war.  If  these  countries  check  the  depreciation  of 
their  paper  money  by  restricting  its  issue,  wages  will,  in  time, 
stabilize  at  the  current  value  of  the  paper  money,  so  that  the 
purchasing  power  of  labor  probably  will  be  only  slightly  lower 
than  before  the  war. 

Dr.  Cole  refers  to  the  fact  that,  largely  as  an  indirect  result 
of  the  war,  British  manufacturers  have  adapted  themselves  to 
the  use  of  the  lower,  as  well  as  the  higher,  grades  of  raw  wool, 
altho  previous  to  the  war  these  lower  grades,  which  require 
chemical  treatment  to  eliminate  the  vegetable  matter,  had  to 
be  di&posed  of  on  the  Continent;  and  he  is  inclined  to  regard 
this  as  a  permanent  broadening,  and  therefore  advance,  in  the 
technique  of  British  manufacture.  We  lean  more  to  the  view 
that  the  use  of  the  inferior  wools  mentioned  was  a  war  neces- 
sity, like  the  use  of  inferior  kinds  of  bread  in  the  United  States, 
and  that  as  a  consequence  it  is  irnhkely  that,  with  the  passing 
of  the  necessity,  the  use  will  continue  to  more  than  a  limited 
degree.  Indications  afforded  by  the  wool  sales  already  seem 
to  show  a  tendency  to  return  to  former  standards  of  selection. 
It  is  altogether  probable  that  the  same  causes  will  continue  to 
operate  (some  of  them  obscure,  others  related  to  varying 
national  types  of  product)  which  originally  influenced  the  use 
of  certain  wools  in  the  Continental  countries  which  were  not 
acceptable  in  Great  Britain  or  the  United  States. 

In  a  somewhat  similar  way  may  be  explained  the  emplcqr- 
ment  of  the  South  American  low  crossbreds  in  our  carpet 
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looks  the  fact  that  the  ''slasher"  is  only  of  advantage  in  the 
manufacture  of  certain  kinds  of  goods  for  which  large  lengths 
of  identical  warp  are  employed.  The  sectional  mill  is  the  bet- 
ter where  (as  in  the  case  of  many  kinds  of  patterned  and  some 
plain  goods)  the  quantity  to  be  of  one  pattern  is  much  smaUer. 

Altho  it  was  perhaps  unconsciously  so.  Dr.  Cole's  r6sum6  of 
the  activities  of  the  British  woolen  industry  in  scientific  re- 
search was  in  a  vein  that  would  be  likely  to  lead  the  average 
reader  to  believe  that  the  British  industry  is  far  ahead  of  the 
American  in  that  respect.  The  lead,  if  any,  that  the  British 
may  hold  in  this  respect  is  so  slight  as  not  to  be  of  any  advan- 
tage. The  work  of  their  Research  Association  is  so  new  that  it 
can  still  be  measured  in  months.  Prior  to  the  recent  institu- 
tion of  cooperative  research  work  by  British  manufacturers, 
it  is  probable  that  more  was  being  done  by  individual  Ameri- 
can mills  than  by  individual  British  mills.  And  altho  they 
have  a  little  the  start  of  our  industry  in  the  codperative  un- 
dertaking of  such  research,  it  has  been  under  serious  consider- 
ation here  for  some  time,  and  it  seems  not  unlikely  that  the 
plan  proposed  several  years  ago  on  behalf  of  one  of  the  as- 
sociations in  this  industry  may  be  given  practical  effect.  That 
plan  contemplated  the  utilization  of  the  excellent  equipment 
of  the  Bureau  of  Standards  in  cooperation  with  and  under  the 
practical  counsel  of  a  committee  representative  of  the  indus- 
try. In  the  Bureau  of  Standards  the  government  has  the 
nucleus  of  a  splendid  textile  research  laboratory,  but  thus  far 
the  work  accomplished  there  has  been  for  the  most  part  of  too 
academic  a  character  to  have  much  practical  utility  for  the 
improvement  of  productive  processes  and  methods.  It  may 
be  noted  in  passing  that  the  author  gives  further  evidence  of 
attaching  undue  weight  to  the  recent  British  and  German 
movements  in  technical  inquiry,  when,  in  a  later  part  of  his 
article,  he  expresses  no  hope  whatever  of  any  great  invention 
or  refinements  of  process  originating  in  this  country. 

Dr.  Cole  mentions  the  decline  in  the  British  standards  of 
acceptable  workmanship;  but  this  disadvantage  is  not  pecul- 
iar to  Great  Britain.  In  the  United  States,  as  probably  in  all 
countries  participating  in  the  war  which  had  well  developed 
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American  manufacturers  may,  with  justification,  take  ex- 
ception to  the  phraseology  in  which  Dr.  Cole,  in  opening  that 
phase  of  his  discussion  relating  to  questions  of  labor,  refers  to 
British  ''manufactiu^  of  somewhat  better  goods  at  somewhat 
less  cost."  If  comparison  be  made  between  similar  kinds  of 
American  and  British  goods,  the  characterization  of  the  latter 
as  ''somewhat  better"  is  of  doubtful  applicability.  The 
finest  cloths  made  in  the  United  States  will  compare  favor- 
ably with  the  finest  made  in  England.  Of  the  major  quantity 
of  goods  made  in  both  countries  —  the  great  yardage  of  pure, 
new  wool  fabrics  (largely  worsteds)  of  good  quality  and 
medium  price  —  the  advantage  in  quality  is  with  the  goods 
made  in  the  United  States.  In  the  lower  grades,  made  largely 
of  by-products  and  substitutes  for  new  wool,  it  has  generally 
been  conceded  that  the  English  mills  are  more  skillful.  The 
phrase  ''at  somewhat  less  cost"  is  wmewhal  less  than  expres- 
sive of  the  full  measure  of  difference  between  the  conversion 
costs  of  Britain  and  the  United  States. 

Dr.  Cole  then  makes  the  statement  that  "comparatively 
and  absolutely  the  American  labor  forces  have  probably  im- 
proved in  character  in  recent  years";  and  that  "at  least,  were 
another  investigation  to  be  made  such  as  that  of  the  Tariff 
Board  into  the  turnover  in  the  American  miUs,  it  is  unlikely 
that  such  extraordinary  frequency  of  movement  into  and  out 
of  the  wool  manufacture,  and  from  one  mill  to  another  within 
the  industry,  would  be  shown."  If  there  has  been  any  im- 
provement in  the  skill  and  efficiency  of  the  average  workers  in 
the  domestic  industry  since  1911,  or  if  the  labor  turnover  has 
been  reduced  as  compared  with  its  ratio  at  that  time,  it  would 
be  welcome  news;  but  just  as  Dr.  Cole  explains  was  the  case 
in  Britain,  and  as  we  explained,  a  few  paragraphs  back,  its 
similarity  here,  the  derangements  and  demoralizing  influences 
of  the  war  have  operated  in  just  the  opposite  way. 

As  to  what  Dr.  Cole  describes  as  the  "orderliness"  of  the 
British  industry  —  that  is,  its  established  channels  for  the 
settlement  of  wage  problems  —  it  is  true  that  wage  agree- 
ments in  the  British  industry  have  generally  been  attended 
with  little  difficulty;  and  the  experience  there  is  being  studied 
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same  here  and  there  the  industry  here  could  operate  as  suc- 
cessfully and  as  prosperously  as  in  Europe.  There  may  be 
room  for  difference  of  opinion  as  to  whether  the  woolen  indus- 
try is  worth  having,  and  as  to  the  advantages  of  the  higher 
wages;  but  a  thoro  and  unprejudiced  investigator  could  not 
doubt  that  in  the  case  of  woolen  manuf  actiu«  the  high  Ameri- 
can wage  rates  cannot  be  sustained  without  high  tariff  rates; 
that  whether  judged  by  specific  examples  or  by  the  industry 
as  a  whole,  British  woolen  manufacturers  (proprietors)  have 
been,  during  the  periods  of  the  Dingley  and  Payne-Aldrich 
tariffs,  as  successful  and  prosperous  as  those  of  the  United 
States.  Conscious  of  these  facts,  such  an  investigator  would 
not  allow  those  who  read  his  report  to  derive  the  impression 
that  it  was  the  manufactiu^rs  who  were  enjo3ring  the  protec- 
tion of  the  Payne-Aldrich  rates.  It  is  but  fair  to  Dr.  Cole  to 
assume  that  he  used  the  word  ''enjoying"  in  the  sense  one 
does  when  sa3ring  that  he  is  ''enjo3ring  good  health,"  that  is, 
in  a  normally  sound  and  healthy  condition.  But  such  use  is 
obviously  unsuitable  in  any  case  where  it  will  convey  an 
erroneous  impression  of  the  attending  circiunstances. 

In  his  estimate  of  the  effect  that  the  Underwood  tariff 
would  have  had  upon  the  domestic  woolen  industry  if  the  war 
had  not  intervened.  Dr.  Cole  justifies  most  of  the  criticisms 
here  expressed.  He  says  ''some  sections  of  it  would  have  had 
to  curtail  operations  or  shut  down  completely."  But  in  his 
qualification  that  "the  whole  industry  would  by  no  means 
have  '  gone  to  pot,'  "  he  fails  to  comprehend  that  it  would  be 
impossible  for  a  part  of  the  industry  to  continue  in  successful 
operation  while  some  sections  had  to  curtail  operations  or 
shut  down  completely;  for  if  it  had  been  possible  to  continue 
the  manufacture  of  certain  products,  intensified  competition 
to  obtain  the  restricted  voliune  of  business  left  for  domestic 
mills  must  unfailingly  have  brought  all  to  the  same  general 
state  of  idleness,  or  restricted  production  and  short-time  em- 
ployment. Only  for  a  very  short  period  is  it  possible  for  part 
of  the  industry  to  continue  in  full  and  prosperous  employment 
while  all  the  rest  is  prostrate.  At  such  a  time  the  attention  of 
the  less  fortunate  miUs  is  immediately  diverted  to  the  kind  of 
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Dr.  Cole  calls  attention  to  the  fact  that  "while  weaving 
capacity  has  increased  at  most  15  per  cent,  the  number  of 
woolen  spindles  has  increased  over  26}  per  cent,  French 
system  worsted  spindles  66  per  cent,  and  worsted  frame 
spindles  nearly  26  per  cent."  That  worsted  yam  production 
has,  in  recent  years,  increased  in  larger  ratio  than  weaving 
capacity,  is  accounted  for  by  three  quite  natural  causes, 
namely: 

(1)  The  constantly  increasing  preference  of  the  public  for 
worsted  rather  than  woolen  suitings.  During  the  past  thirty 
years  there  has  been  a  progressively  increasing  diversion  of 
looms  to  the  weaving  of  worsteds.  This  has  made  necessary  a 
greater  increase  in  spinning  than  weaving  capacity. 

(2)  The  enormous  increase  in  the  use  of  knitted  garments 
made  of  worsted  yams.  Looms  not  being  employed  in  the 
fabrication  of  knitted  wear,  the  increased  installation  of 
yam-making  machinery  for  this  purpose  has  no  corresponding 
increase  of  looms.  To  judge  of  the  relative  growths  of  yam- 
making  and  yam-consuming  machinery,  looms  and  knitting 
machines  should  be  considered  together. 

(3)  The  public  preference  for  fabrics  of  lighter  weight  and 
finer  texture  has  been  steadily  increasing  for  at  least  ten 
years  past.  Cloths  of  this  kind  have  to  be  made  of  yams  of 
finer  size,  to  spin  which  a  proportionate  increase  in  the  num- 
ber of  spinning  spindles  is  necessary. 

The  case  of  woolen  yams  is  somewhat  different.  In  propor- 
tion to  the  diversion  of  looms  from  the  weaving  of  woolen  to 
the  weaving  of  worsted  goods,  there  was  need  for  fewer 
woolen  spinning  spindles,  and  for  a  number  of  years  the  de- 
creasing niunber  of  cards  and  spindles  was  quite  evident. 
This  was  to  some  extent  arrested  by  the  increasing  preference 
of  the  public  for  fabrics  of  lighter  weight,  made  of  yams  of 
smaller  diameter,  to  spin  a  given  quantity  of  which  more 
spindles  are  required.  This  tendency  has  already  been  re- 
ferred to  above,  in  the  case  of  worsted  yams. 

Much  the  larger  part  of  the  recent  increase  in  the  equip- 
ment for  making  woolen  yams  was  a  result  of  the  demands  of 
the  United  States  government  for  an  enormous  output  of 
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smaller  quantity  of  material.  Such  goods,  in  which  the  ratio 
of  conversion  cost  to  material  is  relatively  high,  naturally 
show  the  greatest  percentage  of  variation  between  foreign  and 
domestic  costs,  because  of  the  larger  element  of  labor  —  not 
because  of  technological  difficulties.  Under  the  Tariff  Law  of 
1909  the  finer  sizes  of  yams  were  not  made  in  the  United 
States,  not  because  skillful  operatives  and  suitable  equipment 
were  lacking,  but  merely  because  the  ad  valorem  duty  was  in- 
sufficient to  offset  the  differentiation  in  conversion  cost. 
Goods  made  of  these  finest  yams  being  in  the  luxury  class, 
duty  should  be  comparable  with  that  for  silk  goods,  which 
would  be  quite  sufficient  to  permit  their  manufacture  here, 
and  which  would,  in  addition  to  increasing  opportimities  for 
domestic  emplo3rment,  provide  the  means  for  training  a 
larger  niunber  of  operatives  to  the  highest  degree  of  skill. 

While  Dr.  Cole  mentions  the  kind  of  fabrics  for  which  the 
French  system  yams  are  used,  he  does  not  seem  to  fully  com- 
prehend that  the  characteristics  of  the  French  yams  are 
essential  for  such  goods  and  therefore  assure  a  legitimate 
demand  for  such  yams  so  long  as  the  conditions  are  propitious 
for  making  in  American  miUs  the  kinds  of  cloths  for  which 
they  are  adapted.  There  is,  therefore,  no  ''questionable  ad- 
vantage to  the  American  industry  as  a  whole  in  the  produc- 
tion of  these  yams."  There  are  no  technical  obstacles  to  their 
successful  production  and  use,  and  they  are  essential  to  the 
making  of  certain  classes  of  goods  that  ought  to  be  made  in 
the  United  States. 

It  is  probably  tme  that  foreign  competition  may  be  strong- 
est with  respect  to  those  yams  made  by  the  system  generally 
employed  in  the  Continental  countries  of  Europe  and  the 
goods  made  in  those  countries  from  such  yams.  This,  how- 
ever, will  not  be  due  to  any  inaptitude  for  the  manufacture  of 
such  yams  and  goods  in  American  miUs,  where  the  necessary 
ability  and  skill  already  have  been  demonstrated  on  a  large 
scale.  The  strongest  competition  from  Continental  countries 
which  Dr.  Cole  (in  conunon  with  representatives  of  American 
industry)  contemplates,  will  be  entirely  due  to  the  very  low 
scale  of  Continental  wages  and  living  conditions. 
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infant  industry  theory,  altho  the  establishments  engaged  in 
that  business  are  among  the  hirgest  and  financially  strongest 
in  the  country.  The  factor  of  labor  cost  is  not  the  controlling 
one  in  determining  competitive  strength  in  the  marketing  of 
d3res.  It  is  for  quite  different  reasons,  and  those  wholly  char- 
acteristic of  the  "infant  industry"  (irrespective  of  its  siae  and 
financial  resources)  that  the  domestic  dye  industry  is  in  need 
of  substantial  tariff  protection  at  the  present  time,  and  a  few 
years  hence  it  may  be  altogeth^  independent  of  the  need  for 
any  form  of  protection.  But  there  are  other  industries  which 
in  this  country  never  were  in  the  infant  class,  and  for  which 
arguments  applicable  in  the  case  of  new  industries  are  never 
advanced.  For  these  the  factor  of  labor  cost  is  controlling  in 
competition;  and  that  factor  endures  as  long  as  a  great  dis- 
crepancy exists  between  labor  costs  in  the  United  States  and 
competing  foreign  coimtries.  The  woolen  industry  makes  no 
pretensions  of  infancy.  Its  representatives  have  many  times 
said  that  if  American  wages  are  reduced  to  the  European 
levels,  or  if  all  European  mills  will  pay  wages  as  high  as  tiiose 
paid  in  American  mills,  the  woolen  industry  of  the  United 
States  will  not  need  so  much  as  a  revenue  tariff  to  assure  its 
continuance. 

Dr.  Cole  mentions  cloths  which,  in  substantially  uniform 
quality,  color  and  finish,  may  be  procured  in  this  coimtry  in 
any  bulk  desired,  which  have  filled  a  wide  and  fairly  constant 
demand  from  oiu:  consuming  public.  But  the  phraseology  of 
the  added  statement  that  "the  virtual  lack  of  such  fabric 
production  in  other  coimtries  may  with  such  other  factors  as 
assurance  of  delivery,  of  'repeat'  and  credits,  account  for  the 
alleged  disappointment  of  cloth  buyers  who  in  1913-14,  an- 
ticipating the  new  lower  tariff,  journeyed  to  Europe  and  re- 
turned without  placing  any  considerable  orders,"  carries  an 
implication  of  some  sort  of  automatic  protection  entirely 
independent  of  tariff  duties. 

Mass  production  of  certain  kinds  of  stifle  goods  in  the 
United  States  has  been  a  coincidental  development  of  the  use 
of  ready-made  clothing  of  good  quality,  and  has  been  possible 
because  of  the  protective  policy  having  permitted  and  en- 
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It  is  a  fair  statement  that  improvement  in  machinery,  in 
equipment  and  plant  devices,  has  not  been  notably  different 
in  nmnber  or  value,  in  the  United  States  and  Europe.  Dr. 
Cole,  however,  rather  undervalues  the  importance  of  these 
improvements  in  the  last  sixty  years,  as  compared  with  those 
of  an  earlier  period  of  similar  length.  If  less  conspicuous  his- 
torically, the  economic  value  and  far-reaching  influence  of  the 
later  inventions  and  improvements  were  no  less  important 
than  the  earlier  and  cruder  projections. 

After  a  great  basic  invention  has  been  made  available  and 
has  undergone  the  important  early  improvements  that  grow 
out  of  practical  experience,  it  is  not  usual  that  a  succession  of 
equally  fundamental  inventions  in  the  same  field  follow. 
Therefore  what  the  author  has  to  say  of  the  fact  that  there 
has  been  no  fundamental  change  in  recent  years  in  the  ma- 
chinery and  equipment  of  either  the  woolen  or  worsted  branch 
of  the  industry,  is  equally  true  of  the  sewing  machine,  the 
reaper,  the  printing  press,  the  telephone  and  most  of  the  other 
great  inventions.  There  are  improvements  and  refinements, 
but  these  are  not  revolutionary  in  character,  or  spectacular. 
However,  in  the  Bradford  combing  system,  in  worsted  spin- 
ning and  in  automatic  weaving,  great  changes  have  slowly 
and  constantly  been  developing. 

Dr.  Cole  is  emphatic  in  his  statement  that  ''the  leading 
organizations  in  the  American  industry  show  no  interest  in 
the  deliberate  promotion  of  research  and  invention,  and  our 
textile  journals,  presmnably  following  the  tastes  of  their 
clienteles,  devote  little  space  to  the  matter."  But  American 
textile  journals  will  resist  the  statement  that  they  devote 
little  space  to  reports  of  research  and  invention.  An  exam- 
ination of  the  files  of  the  older  publications  will,  we  think, 
disclose  accounts  of  most  of  the  inventions,  domestic  and  for- 
eign, that  seemed  to  possess  any  real  utility  for  the  industry. 

Another  aspect  of  the  matter  is  this.  One  of  the  controlling 
influences  which  has  caused  most  of  the  equipment  of  Brad- 
ford combing  and  spinning  to  be  brought  from  England  has 
been  that  at  first,  and  for  a  considerable  subsequent  period, 
the  machinery  was  to  a  large  extent  controlled  by  British 
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country  a  few  illustrious  examples  give  promise  of  similar 
possibilities.  The  greatest  weakness  and  the  biggest  evil  of 
the  domestic  woolen  industry  has  been  the  fickle  pursuit  of 
ephemeral  successes.  When  one  mill  seems  to  have  its  product 
more  than  commonly  in  demand,  the  succeeding  season  finds 
many  others  offering  similar  goods.  Constant  change  in  the 
kinds  of  goods  manufactured  entails  changes  in  processes  and 
methods  which  are  imf avorable  to  the  attainment  of  the 
highest  skill  and  reputation  in  any  kind. 
Smnming  up  his  observations.  Dr.  Cole  says: 

The  deductions  to  be  drawn  from  these  general  conditions  of  pos- 
sibility and  probability  obviously  will  differ  sharply  according  to 
one's  economic  or  political  faith.  For  one  who  views  with  regret  the 
indefinite  maintenance  of  tariff  aid  for  any  industry  which  shows 
no  real  prospect  of  ultimate  self-sufficiency,  the  situation  is  dis- 
couraging. He  cannot  recognize  in  the  wool  manufactiue  as  val- 
uable a  member  of  the  body  economic  (if  one  may  use  the  phrase) 
as  the  majority  of  our  more  important  industries.  On  the  other 
hand,  for  the  protectionist  who  believes  that  domestic  industries, 
whatever  their  competitive  strength,  should  be  given  the  amplest 
support  against  the  cheaper  working  foreign  manufactures,  the  de- 
tails and  the  exact  measurement  of  the  comparative  disadvantage  in 
the  American  wool-using  industry  are  of  no  consequence.  It  suffices 
for  him  that  there  is  real  and  apparently  permanent  disadvantage. 
And  to  him  the  case  is  conclusive  for  the  continuance  of  a  system  of 
duties  on  woolen  and  worsted  products  substantially  like  that  which 
has  been  in  force  during  the  last  half  century. 

Here  Dr.  Cole  again  overlooks  the  basic  fact,  which  he  has 
himself  fully  and  abimdantly  established,  that  it  is  not  a 
question  of  selfnsufficiency.  Given  identical  wage  costs, 
American  woolen  mills  will  be  as  seldnsufficient  as  those  of 
Europe.  It  is  entirely  a  question  of  whether  American  stand- 
ards of  wages  and  Uving  shall  be  maintained.  As  already  has 
been  said,  there  are  two  ways  in  which  the  wage  equality  can 
be  brought  about :  by  bringing  American  wage  costs  down  to 
the  low  level  of  those  of  Europe,  or  by  bringing  European 
wage  costs  up  to  the  American  level.  As  one  of  our  well- 
known  manufacturers  recently  wrote  to  an  Finglish  corre- 
spondent, the  former  is  not  only  undesirable,  but  if  attempted 
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THE  GENESIS  OF  MODERN  CAPITALISM  ^ 

Professor  Sombart  has  given  us  a  substantially  new  book 
under  the  guise  of  a  second  edition.  Only  one-tenth  of  the 
material  of  the  first  edition  reappears  in  this  new  version  of 
the  work,  and  it  is  extremely  difficult  to  find  this  tenth.  Pub- 
lished during  the  war,  it  failed  to  receive  attention  outside  of 
Germany;  yet  it  deserves  the  careful  consideration  of  econ- 
omists and  historians.  Plan,  scope,  and  method  have  been 
completely  changed :  the  excessive  schematization  that  marred 
the  previous  work  has  given  place  to  an  historical  realism 
that  will  make  the  book  useful  and  stimulating  to  those  who 
disagree  with  its  outstanding  positions,  and  the  careful  separa- 
tion of  explanation  of  the  categories  used  from  the  historical 
illustrations  makes  it  much  easier  to  vizualize  the  author's 
meaning. 

Professor  Sombart  still  stands  somewhat  outside  of  the 
main  current  of  academic  thought,  in  Germany  no  less  than 
in  other  countries.  The  consciousness  of  this  measure  of  isola- 
tion obtrudes  itself  at  times,  both  in  his  appraisals  of  the 
work  of  other  economic  historians  and  in  his  general  remarks 
about  historical  literature.  One  has  the  sense  of  a  struggle  to 
accomplish  something  entirely  new,  and  of  hopes  to  impart  a 
new  direction  to  the  current  of  literature  on  economic  history. 
There  is  somewhat  of  the  conceit  of  loneliness  in  many  of  the 
passages,  but  these  ambitions  and  conceits  are  by  no  means 
without  foundation.  The  discontent  is  a  noble  discontent, 
tho  not  always  gracefully  expressed:  the  ambitions  are  well 

1.  Sombart,  Werner.  Der  Modeme  Kaiiitolkmut,  Zweite  neogeMbeiteie  Auflace. 
2  Binde,  pp.  zxri,  919;  z.  586;  iz,  664  (589-1166).     Dunoker  4  Humblot.  Manefaen  4 
1916-17. 
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conceived  and  significant  progress  is  made  toward  their 
realization  in  the  present  version  of  the  work.  The  first  edi- 
tion stood  outside  the  main  current  of  thought  because  it  was 
labored  and  difficult  to  imderstand.  This  present  edition 
stands  somewhat  apart  because  it  represents  genuine  prog- 
ress in  the  systematic  presentation  of  economic  history.  The 
isolation  is  that  of  leadership. 

Altho  the  essential  doctrine  of  the  book  is  still  largely  un- 
changedy  thus  justifying  the  use  of  the  old  title,  the  ideas  be- 
come clearer  because  it  is  now  possible  to  imderstand  their 
relationship  to  the  work  ot  other  writers,  notably  SchmoUer, 
List,  and  Biicher.  The  influence  of  Marx  is  less  apparent, 
and,  if  one  may  draw  inferences  from  the  separate  work 
Socialism  and  the  Social  Movement,  the  direct  influence  of 
Marx  reached  its  climax  in  the  first  edition  of  Modem  CapiUU- 
ism.  Sombart  lays  great  stress  on  the  presence  in  the  Marxian 
writings  of  both  revolutionary  and  evolutionary  doctrines. 
He  feels  that  Marx  never  worked  out  the  concept  of  evolution 
that  he  gave  to  economic  history,  so  that  one  is  tempted  to 
regard  the  earlier  version  of  Modern  Capitalism  as  an  attempt 
to  give  full  expression  to  the  thought  of  Marx.  That  version 
is  somewhat  spoiled  for  the  nonnsocialistic  reader  by  the  con- 
stant insistence  upon  the  ultimate  emergence  of  a  socialistic 
society.  The  reception  of  the  book  undoubtedly  made  a  deep 
impression  upon  its  author,  and  the  present  work  is  an  at- 
tempt to  give  concrete  expression  to  a  concept  of  economic 
evolution  in  terms  of  actual  historical  process  rather  than  in 
bare  abstractions  built  up  from  Marxian  principles.  New  in- 
fluences have  come  to  the  fore  in  this  attempt,  notably 
Bchmoller  and  List.  SchmoUer  had  alwajrs  been  an  important 
factor  in  Sombart's  thought,  but  in  this  work  SchmoUer  be- 
comes the  dominant  influence.  It  is  the  SchmoUer  of  the 
essay  on  the  mercantUe  sjnstem  (1883),  too,  rather  than  the 
SchmoUer  of  the  Orundriss.  This  is,  of  course,  especiaUy  con- 
sistent with  the  close  reading  of  List  now  evident  and  the 
expUcit  attempt  to  carry  on  the  doctrinal  tendencies  found 
by  Sombart  in  List's  National  System.  The  new  book  is  thus 
closely  rooted  in  the  Uterature  of  the  subject:  it  attempts 
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new  things,  but  only  in  the  sense  of  addressing  itself  to  dd 
I»x>blems  with  fresh  vigor. 

The  present  work  is  designed  to  afford  a  comprehensive 
view  of  the  evolution  of  economic  life  in  Europe  as  a  whole 
since  the  great  revival  of  the  eleventh  centuiy.  The  earlier 
period  is  sketched  rapidly,  but  with  genuine  insight  and  com- 
manding power  of  generalization.  The  narrative  increases  in 
compass  after  the  mid-fifteenth  century.  The  two  volumes 
thus  far  published  carry  the  development  down  to  the  be- 
ginning of  the  nineteenth  centuiy,  leaving  the  conclusion  to 
a  subsequent  volume  or  volumes.  Sombart's  book  on  Ger- 
many in  the  nineteenth  century  {Die  Devische  VoUcswirtschaft 
im  NeumehfUen  JcJirhundert,  1903)  affords  some  insight  into 
the  character  of  the  continuing  volumes  that  may  be  ex- 
pected. Originally  written  soon  after  the  completion  of  the 
first  edition  of  Modem  Capitalismy  it  was  intended  to  embody 
the  essential  principles  of  that  work.  But  Sombart's  thought 
underwent  many  changes  in  the  course  of  study  of  recent 
conditions,  and  it  is  possible  that  these  departures  were  the 
beginning  of  the  project  now  in  process  of  execution  on  so 
large  a  scale.  At  all  events  the  books  should  be  read  together 
until  the  special  work  on  Germany  is  supplanted  by  the  final 
volume  of  the  new  version  of  Modem  Capitalism. 

The  underl3ring  unity  of  the  economic  life  of  Europe  is  pre- 
sented by  Sombart  with  more  conviction  than  has  yet  been 
shown  by  any  writer  of  the  first  importance,  and  this  feature 
of  the  book  is  one  of  its  most  important  claims  upon  oiu:  at- 
tention. Sombart  complains  with  justice  of  the  unfortunate 
influence  of  nationalistic  limitations  upon  the  work  of  Levas- 
seiu",  Cunningham,  and  Inama-Stemegg.  He  feels  that  these 
scholars  have  failed  in  many  instances  to  distinguish  properly 
between  constitutional  and  economic  history,  and  that  they 
have  neglected  the  genuinely  economic  phenomena.  The  his- 
tory of  the  towns  affords  the  most  striking  illustration  of  the 
difference  in  point  of  view.  Smnbart  widies  also  to  emancipate 
economic  history  entirely  from  the  misleading  implicatidns  of 
the  designations  of  periods  that  have  become  customary  in  the 
treatment  of  political  and  constitutional  history.   He  there- 
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problems  of  interpretation,  tho  the  intervals  are  distinguished 
sufficiently  for  all  piuposes. 

It  is,  of  course,  desirable  that  the  presentation  of  economic 
history  should  not  be  dominated  by  political  and  constitu- 
tional history,  but  one  must  recognize  that  the  relations 
between  these  different  aspects  of  social  life  are  so  close  that 
there  are  inevitably  genuine  correlations  among  the  datings 
of  the  major  periods.  All  the  lines  of  demarcation  empha- 
sized by  Sombart  are  important  in  political  and  constitutional 
history.  Periods  of  active  economic  growth  and  change  are 
inevitably  periods  of  constitutional  growth,  and  political 
changes  are  a  frequent  accompaniment.  The  emancipation  of 
economic  history  from  undue  influence  will  be  accomplished 
rather  by  emphasis  upon  the  economic  content  of  the  periods 
than  by  the  use  of  obtrusively  economic  terms  in  character- 
ization. Sombart  seems  to  attribute  excessive  importance  to 
the  naming  of  the  periods. 

The  stages  in  the  genesis  of  capitalism  are  concisely 
sketched  in  a  notable  introductory  passage.  "I  have  said," 
he  says,  ''in  one  place  '  in  the  beginning  is  the  army  '  mean- 
ing that  I  see  in  the  modem  army  the  first  and  most  impor- 
tant tool  that  was  formed  by  this  new  spirit  to  accomplish  its 
work.  By  means  of  the  army  was  the  state  created,  that  first 
completed  manifestation  of  the  new  spirit,  in  which  and 
through  which  it  becomes  a  power.  In  order  to  attain  mastery 
over  nature  it  then  seeks  to  transform  technique,  and  its 
deep-seated  longing  for  money  and  power  leads  it  to  the  de- 
posits of  the  precious  metals  which  it  exploits.  These  three 
domains  appear  as  independent  fields  of  activity  for  the  new 
spirit,  it  is  never  lead  away  from  one  by  its  interests  in  the 
others"  (I,  p.  331). . . .  "State,  technique,  and  production  of 
the  precious  metals  are  the  basis  of  capitalistic  development. 
.  .  .  The  state,  by  its  army,  creates  a  great  market  for 
capitalism  and  fills  economic  life  with  the  spirit  of  discipline 
and  order.  .  . .  Technique  makes  production  and  transport  on 
a  large  scale,  first  possible,  then  necessary.  .  .  .  The  precious 
metals  influence  economic  life  in  many  ways:  they  transform 
the  market  in  a  direction  essential  to  the  development  of  cap- 


NOTES  AND  MEMORANDA  531 

the  new  pol^nic  that  is  so  strikingly  foreshadowed  by  S(»n- 
bart. 

In  developing  the  antithesis  between  his  thought  and  that 
of  the  classical  school,  Sombart  recognizes  his  obligations  to 
the  m^cantilists.  His  displays  much  resentment  at  the  dis- 
position of  the  classicists  to  treat  them  as  forerunners  of 
Adam  Smith  and  the  physiocrats,  contending  that  they  rep- 
resent distinct  systems  ot  thought  which  have  as  yet  failed  of 
complete  expression.  He  identifies  himself  with  them  and 
says  that  he  will  doubtless  be  classified  as  a  neo-mercantilist. 
He  cites  List,  Dohring,  and  Carey  as  writers  who  did  much  to 
win  for  mercantilism  its  true  independence.  Lest  there  be 
any  doubt  of  his  meaning  we  have  both  a  long,  balanced 
antithesis  between  classical  and  mercantilistic  thought,  and 
a  sketch  of  a  mercantilistic  system  of  political  economy. 

The  classic  system  he  deems  to  be  (1)  mechanical;  (2)  in- 
dividualistic, picturing  a  society  that  is  dominated  by  circu- 
lation problems  —  value,  price,  and  exchange;  (3)  static.  The 
mercantilistic  system  is  (1)  organic,  dealing  with  a  society 
conceived  as  a  whole;  (2)  coUectivistic,  emphasizing  the  prob- 
lem of  organized  production;  (3)  d3mamic,  dealing  with  a 
process  rather  than  a  condition  (II,  pp.  91&-920).  In  the  de- 
tail of  this  long  antithesis  there  is  much  that  is  questionable, 
especially  in  regard  to  the  interpretation  of  the  classical  econ- 
omists. Some  distinctions  and  contrasts  are  certainly  over- 
drawn. But  the  significant  fact  is  not  so  much  the  accuracy 
of  the  antithesis  as  the  setting  up  of  this  contrast  in  doctrine. 
The  concluding  passage  runs  as  follows.  "  We  will  first  rightly 
appreciate  the  diverse  tendencies  in  economic  thought  when 
we  accustom  ourselves  to  distinguish  two  systems  of  doctrine: 
the  one  a  mechanistic  and  static  exchange  theory,  the  other 
an  organic  and  dynamic  production  theory;  one  regarding 
economic  life  as  a  condition,  the  other  interpreting  economic 
phenomena  in  terms  of  process.  .  .  .  The  scientific  thought 
originating  in  the  work  of  the  classical  school  should  be  called 
'  Social  Economics '  to  indicate  that  it  has  as  its  subject  mat- 
ter the  relations  within  a  stateless  society  of  individuals.  One 
should  not  on  account  of  this  science,  or  rather  this  mode  of 
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France,  England,  and  the  United  States.  Sjrstematic  writing 
in  economic  history  has  long  been  influenced  obscurely  by 
doctrinal  positions  that  diverge  from  the  liberal  thought: 
through  contacts  with  socialistic  thought,  in  the  work  of 
Biicher  and  Hobson;  through  contacts  with  mercantilism  in 
the  ca^  of  Schmoller.  Unfortunately,  the  theoretical  im- 
plications of  these  interpretations  of  economic  history  were 
not  clearly  enough  revealed  adequately  to  challenge  the  at- 
tention of  writers  in  France,  England,  and  the  United  States. 
It  would  seem  that  there  could  no  longer  be  any  doubt  of  the 
need  of  meeting  the  challenge  so  vigorously  made  by  this 
commanding  work  of  Sombart.  Historians  who  are  in  S3nn- 
pathy  with  the  liberal  economic  doctrine  cannot  afford  to 
leave  the  writing  of  sjrstematic  treatises  to  authors  whose 
premises  are  fundamentally  different.  It  is  impossible  to  use 
in  elementary  instruction  generalizations  that  are  not  con- 
sistent with  our  own  thought,  and  even  if  we  find  realistic 
methods  most  useful  in  monographic  work  and  in  general 
presentation  of  historical  material  we  must  recognize  the 
need  of  systematic  interpretation  in  class  work  and  in  texts. 
It  is  the  belief  of  the  writer  that  there  is  no  fundamental  posi- 
tion of  Sombart  that  cannot  be  significantly  challenged  from 
the  liberal  point  of  view.  The  development  of  the  period  can 
be  presented  in  terms  that  are  as  definitely  consistent  with 
the  classical  theory  as  Sombart's  interpretation  is  inconsistent 
with  those  views.  The  relative  validity  of  the  two  points  of 
view  must  turn  primarily  upon  the  quality  of  the  analjrsis  in 
the  domain  of  pure  theory. 

It  is  obviously  impossible  to  present  here  a  detailed  criti- 
cism of  Sombart's  interpretation.  It  must  suffice  to  comment 
briefly  upon  the  fundamental  issue  between  the  two  schools 
of  thought.  The  mercantiUstic  S3n9tem  presmnes  that  the 
destiny  of  the  state  and  the  economic  welfare  of  society  rests 
primarily  with  the  rulers  and  the  people;  a  little  more  largely 
with  the  rulers  than  with  the  people,  but  depending  primarily 
upon  these  himian  factors  and  only  secondarily  upon  en- 
vironmental factors.  The  doctrine  is  an  application  of  the 
principles  of  the  freedom  of  the  will.  These  features  of  the 
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force  in  Sombart's  scheme  comes  from  the  outside:  we  think 
of  evolution  rather  as  a  process  that  is  an  expression  of  inner 
necessity. 

The  compass  of  the  present  paper  prohibits  any  adequate 
discussion  of  the  many  items  and  chapters  that  are  not  deeply 
involved  in  the  larger  matters  of  principle.  The  sketch  of  the 
rise  of  the  towns,  most  of  the  discussion  of  the  production  and 
distribution  of  the  precious  metals,  much  of  the  discussion  of 
craftsmanship,  will  prove  stimulating  and  useful  to  all  who 
are  concerned  with  the  history  of  the  period.  These  passages 
are  a  permanent  contribution  to  the  literature  of  the  subject. 
The  work  should,  therefore,  bring  to  its  author  generous 
recognition  from  all  sides,  whether  he  is  regarded  as  a  bril- 
liant advocate  of  the  "true  "  doctrine,  or  as  one  of  the  most 
talented  antagonists  of  liberal  thought. 

Abbott  Payson  Usher. 

Boston  University. 


INDEX  NUMBERS  OF  FOREIGN  EXCHANGE 

Interpretation  has  alwajrs  lagged  far  behind  the  collec- 
tion of  statistical  data,  altho  nothing  conduces  so  much  to 
effective  collection  as  a  clear  appreciation  of  the  significance 
of  the  data  to  be  collected.  Recently  the  knowledge  of 
elementary  statistical  devices  has  spread  rapidly  without  a 
corresponding  extension  of  the  more  exacting  art  of  interpre- 
tation. Hence  one  finds  niunerous  instances  of  laborious 
effort  expended  upon  the  elaboration  of  averages,  index  niun- 
bers,  and  coefficients,  where  more  careful  preliminary  con- 
sideration of  the  results  would  have  indicated  the  futility  of 
applying  refined  methods  to  such  material  or  the  necessity  of 
emplo3ring  a  quite  different  procedure.  Moreover,  so  un- 
critical are  most  readers  in  their  acceptance  of  statistics, 
that  figures  well-nigh  meaningless,  or  misleading  if  made  the 
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tations  are  mentioned.  Thus,  the  Statist  asserts  that  "the 
index  numbers  represent  the  collective  value  of  the  £  abroad 
expressed  as  a  percentage  of  its  collective  value  at  the  old 
parities  in  terms  of  the  foreign  currencies/'  and  expresses  the 
hope  "that  this  index  niunber  will  add  to  the  statistical  in- 
formation at  the  disposal  of  our  readers  by  enabling  them  to 
discern  the  general  trend  of  the  value  of  our  currency  abroad 
amidst  the  multitude  of  daily  exchange  fluctuations."  ^ 
Similarly  the  Federal  Reserve  Bulletin  refers  to  the  index 
numbers  as  "measuring  the  general  trend  in  exchange  values 
of  foreign  currencies/'  as  "indicating  the  direction  and 
amount  of  movement  in  their  respective  national  currencies 
as  related  to  the  collective  currencies  of  other  countries/'  as 
assisting  in  "ascertaining  the  general  position  abroad  of  the 
currency  of  a  country"  —  so  difficult  "in  the  midst  of  the 
daily  fluctuations  and  disturbances  ruling  in  the  exchange 
market."  "Studied  in  conjunction  with  the  index  numbers  for 
wholesale  prices  of  commodities  the  index  of  foreign  exchange 
rates  affords  comparison  of  the  changes  which  occur  both  in 
the  internal  and  external  value  of  a  country's  currency  and 
gives  a  perspective  of  its  purchasing  power  both  at  home  and 
abroad."  It  is  asserted  that,  despite  admitted  limitations, 
"the  index  niunbers,  nevertheless,  are  useful  and  of  interest 
in  analyzing  the  effects  of  the  present  deflation  process  on  the 
purchasing  power  of  currencies  abroad."  * 

Unfortunately,  many  of  these  expressions  are  themselves 
vague,  and  the  Statist  has  ventured  rarely  and  slightly,*  and 
the  Federal  Reserve  Bulletin  not  at  all,  to  draw  the  inferences 
and  elucidate  the  conclusions  to  which  a  study  of  the  course  of 
the  index  might  be  supposed  to  lead.^  Publications  quoting 
the  indexes  have  been  equally  silent.  Yet  few  readers  are 
competent  to  attempt  this  task  of  interpretation  without  con- 
siderable guidance  and  assistance. 

1.  Statist,  March  6,  1921,  pp.  382, 383. 

2.  Federal  Reaenre  Bulletin,  July,  1921,  pp.  794-796. 

3.  Statist,  May  14,  1921,  p.  816;  Dec.  12,  1921,  pp.  888, 889. 

4.  Laat  August  the  writer  offered  the  tuoeetion,  to  the  editort  oi  the  Bulletin,  that 
■pace  be  given  to  interpreting  the  index  for  the  United  States;  but  the  brief  oomment 
which  accompanies  the  monthly  chart  hardily  scqn;»Iies  the  want. 
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general  course,  day  by  day  and  month  by  month,  of  a  given 
exchange  rate.  It  is  the  next  step  in  the  computation,  the 
combining  of  a  number  of  monthly  average  rates  on  several 
centers,  that  is  at  doubtful  value  and  validity.  Is  this  more 
useful  than  taking,  by  an  elaborate  photographic  process,  a 
series  of  composite  pictures  of  the  commodities  landed  each 
month  at  the  port  of  New  York?  Can  one  correctly  speak  of 
the  "collective  value"  of  a  currency  abroad,  or  of  a  general 
trend,  in  exchange  values  of  foreign  currencies?  These  ques* 
tions  raise  certain  theoretical  considerations. 

The  phrase  "collective  value  of  our  currency  abroad"  im- 
plies a  purchasing  power  over  commodities  abroad.  But  the 
index  niunber  certainly  gives  no  accurate  indication  of 
changes  in  such  purchasing  power.  Because  the  Federal  Re- 
serve Bulletin  index  in  a  certain  month  is  50  (with  1913  as 
100),  it  cannot  be  inferred  that  a  dollar  will  buy  twice  as 
much  in  foreign  commodities  as  it  bought  in  1913.  It  is 
nearly  as  dangerous  to  draw  such  inferences  from  changes 
from  month  to  month  or  from  year  to  year.  Even  an  in- 
dividual exchange  rate  gives  no  reliable  indication  of  pur- 
chasing power  over  commodities,  in  a  single  foreign  country, 
for  changes  in  price  levels  are  constantly  taking  place. 
Broadly  speaking,  price  changes,  subject  to  a  certain  lag, 
tend  to  offset  more  or  less  completely  the  influence  of  changes 
in  exchange  rates.  But  the  experience  of  recent  years  shows 
how  dangerous  it  is  to  generalize  about  the  relation  between 
price  changes  and  exchange  fluctuations.  The  "disaccord" 
between  prices  and  exchange  rates  has  been  a  particularly 
marked  phenomenon  in  the  extraordinary  currency  events 
since  the  war. 

No,  the  index  niunbers  merely  indicate  a  kind  of  average 
purchasing  power  over  foreign  currencies,  which  in  turn  are 
used,  at  various  price  levels,  to  procure  goods,  services  or 
securities.  To  get  at  a  "collective  value"  of  a  currency 
abroad,  it  would  be  necessary  to  go  a  step  further  —  to 
utilize  the  index  number  of  foreign  exchange  in  conjunction 
with  a  corresponding  average  of  price  levds  in  different 
countries,  much  as  to  get  the  purchasing  power  of  a  dollar 
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tain  sceneiy,  Belgian  university  training,  and  British  mine 
labor.  The  foreign  exchange  index  numbers,  while  apparently 
less  grotesque,  are  hardly  sounder  in  theory  and  hardly  more 
illimiinating.  There  is  the  nearest  approach  to  justification, 
perhaps,  for  the  American  index  number,  which  reflects  an 
average  gold  value  of  the  heterogeneous  foreign  currencies. 
The  foreign  index  niunbers  have  the  fiu*ther  defect  that  the 
very  unit  unemployed  for  measurement  varies  even  more 
capriciously  than  the  value  of  gold  —  as  if ,  in  the  first  illus- 
tration above,  one  made  measurements  at  monthly  intervals 
with  a  kilogram  itself  of  varying  weight.  But  even  the 
American  index  niunber  seems  to  defy  interpretation  be- 
cause quantities  essentially  unhomogeneous  are  combined 
into  a  weighted  average. 

The  Statist  believes  that  the  rise  in  its  British  index  niun- 
ber from  February,  1920  to  March,  1921  indicated  ''the 
effects  of  the  deflation  campaign  on  the  purchasing  power  of 
the  pound  sterling,  both  at  home  and  abroad."  *  Now,  the 
British  price  index  niunbers  indicate  among  other  things  the 
effect  of  the  deflation  on  the  domestic  purchasing  power  of 
the  pound,  and  this  they  do  more  adequately  than  could  any 
foreign  exchange  index.  As  to  the  purchasing  power  abroad, 
the  exchange  index  alone,  as  we  have  seen,  gives  no  indication 
of  purchasing  power  over  foreign  commodities.  It  is  true  that 
the  British  index  number  is  in  part  determined  by  currency 
and  credit  policies  at  home  and  abroad,  but  these  influences 
partially  offset  one  another  and  many  other  factors  also 
operate  upon  it.  The  resultant  of  so  many  interacting  and 
often  counterbalancing  forces  cannot  be  said  to  give  any 
clear  indication  of  the  effects  of  certain  forces  among  the 
many. 

If  one  really  wishes  to  discern  the  trend  of  foreign  exchange 
as  viewed  from  a  particular  center,  a  clear  picture  in  small 
space  may  easily  be  obtained  by  plotting,  on  a  logarithmic  or 
ratio  scale,  the  monthly  average  rates  on  various  centers  ex- 

6.  The  British  index  number,  as  noted  above,  is  dengned  to  exjpttm  directly  the 
purchaaing  power  of  the  pound  sterling  over  foreign  ourrendea.  Henoe  it  riaea  when 
exchanges  move  in  favor  of  London. 
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LAND  VALUES  IN  NEW  YORK  CITY  ^ 

SUMMARY 

Introductory.  Method  of  study,  545.  —  I.  Vacant  land  in  the 
borough  of  Manhattan.  Description  of  parcels.  Gross  and  net  incre- 
ments and  decrements,  548.  —  II.  Washington  Heights.  Tract  sold 
at  auction  in  1891.  Gross  and  net  increments.  E^ly  history  of  tract. 
Comparison  with  similar  tract  in  the  Bronx,  558.  —  III.  Auction  sales. 
Description  of  tracts.  Losses  to  purchasers  of  Bronx  lots,  562.  —  IV. 
New  York  City  by  boroughs.  Method  of  establishing  value  in  1006 
and  1921.  Gross  and  net  increments  or  decrements.  Queens  borough 
by  wards.  Separate  tract  in  South  Brooklyn.  Increases  in  land  values 
during  nineteenth  century.  The  tax  rate  and  economic  rent,  569. 
—  Conclusions,  579. 

In  all  the  literature  of  land  values  and  of  economic 
rent  there  is  surprisingly  little  in  the  way  of  concrete 
statistical  data.  Where  reforms  in  land  tenure  and 
taxation  have  been  advocated  such  figures  as  have  been 
presented  have  often  been  loosely  used  without  any 
thorogoing  analysis  of  their  significance.  Even  the 
fimdamental  economic  theories  in  regard  to  land  and 
rent  have  never  been  adequately  checked  by  modem 
statistical  methods.  This  situation  is  due  largely  to  the 
great  difficulty  in  obtaining  satisfactory  statistical  ma- 

1.  This  study  wms  furepared  under  the  direetkm  and  with  the  advice  of  a  committee 
oonsistmc  of  Alexander  M.  Bine.  Richard  8.  Childa,  Clarence  Stain,  Robert  D.  Kohn, 
LawBon  Purdy.  Frederick  L.  Ackerman,  Robert  Murray  Haig*  Graham  R.  Taylor* 
Robert  E.  Simon,  Herbert  8.  Swann,  and  C.  H.  Whitaker. 
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of  New  York  City  from  1906  to  1021,  with  additional 
data  in  regard  to  the  five  wards  in  the  borough  of 
Queens,  and  a  tract  of  24  square  miles  in  Brooklyn. 

The  tracts  and  parcels  to  be  studied  were  chosen  on 
account  of  the  availability  of  data  pertaining  to  their 
value  without  regard  to  the  probable  balance  of  gain 
or  loss  to  the  owners.  Each  tract  was  traced  back  as 
far  as  possible  consistent  with  a  fair  degree  of  accuracy 
to  some  year  in  which  a  reasonably  accurate  estimate  of 
value  could  be  made.  From  that  year  the  assessed 
valuations  were  traced  through  the  year  1921  and  the 
taxes  computed  for  each  year.  The  amounts  paid  in 
special  assessments  were  obtained  by  searching  the 
original  records  in  the  Bureau  of  Assessments  and  Ar- 
rears of  the  New  York  City  Tax  Department.  Interest 
compounded  annually  at  4  per  cent  was  computed  on 
the  base  value  through  the  year  1921  and  also  on  all 
items  of  taxes  and  assessments  from  the  date  they  be- 
came due  through  1921.  Whenever  any  part  of  a  tract 
or  parcel  was  improved  by  building,  it  was  assumed  that 
the  income  from  the  improvement  would  cover  the 
taxes  and  interest  items  on  the  parcel  improved.  Taxes 
and  interest,  therefore,  were  computed  only  on  the 
value  of  the  vacant  portions  of  the  tract.  Special 
assessments,  however,  were  included  regardless  of  im- 
provement, since  these  may  be  considered  in  the  nature 
of  capital  charges,  a  payment  to  the  city  for  additional 
value  directly  added  to  the  property.  The  question 
of  the  actual  net  return  to  the  owner  on  improved  prop- 
erties was  not  considered  of  importance  in  connection 
with  this  study,  since  the  e^'ection  and  management  of 
buildings  is  a  business  in  itself  in  which  the  rate  of  net 
profit  bears  no  necessary  relationship  to  the  value  of  the 
land  used.  It  may  be  noted,  however,  that  in  the 
opinion  of  business  men,  real  estate  investm^its,  averag- 
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4.  Fifth  Avenue  above  75th  Street.  This  is  an  in- 
terior lot  with  a  frontage  of  67.2  feet.  A  tract  in- 
cluding this  lot  was  purchased  in  1860  for  $48,000. 
By  a  comparison  of  assessed  valuations  of  the  lots 
in  this  tract  it  appears  that  the  sale  value  of  this 
lot  alone  m  1860  was  about  $20,000. 

5.  Fifth  Avenue,  95th  to  96th  Streets.  This  entu-e 
block  frontage  is  still  vacant,  altho  never  held 
under  one  ownership.  By  a  comparison  of  a  nimi- 
ber  of  sales  in  this  tract  from  1853  to  1859  with 
the  corresponding  assessed  valuations,  the  prob- 
able value  of  this  tract  is  fixed  at  $11,400  in  1856. 

6.  Fifth  Avenue,  97th  to  98th  Streets.  By  a  com- 
parison of  sales  and  valuations  the  value  of  this 
block  frontage  in  1865  is  estimated  at  $65,000. 

7.  West  64th  Street  near  Broadway.  This  parcel 
has  a  frontage  of  100  feet  on  64th  Street  near  its 
intersection  with  Broadway  and  Colimibus  Avenue, 
and  also  a  diagonal  frontage  of  29  feet  on  Broad- 
way. On  the  basis  of  several  sales,  including  parts 
of  the  lot  imder  consideration,  the  value  of  the 
whole  lot  in  1854  is  estimated  at  $3,000.  It  has 
never  been  adequately  improved,  altho  at  present 
it  is  being  used  as  a  gasoline  filling  station  with  a 
driveway  through  from  Broadway  to  64th  Street. 

8.  Central  Park  West  and  97th  Street.  This  comer 
plot  with  a  frontage  of  100  feet  on  Central  Park 
West  and  200  feet  on  97th  Street  was  sold  with 
other  land  in  1859.  On  the  basis  of  this  sale  and 
a  sale  of  an  adjoining  lot  the  value  in  that  year 
is  estimated  at  $15,000.  In  1918  it  was  fully  im- 
proved with  apartment  houses  so  all  computation 
of  canying  charges  ends  with  1917. 

9.  Riverside  Drive,  109th  Street  to  Cathedral  Park- 
way.   This  large  lot  was  originally  part  of  a  larger 
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tract  extending  from  old  Bloomingdale  Road  to 
the  Hudson  River.   A  part  of  the  tract  was  taken  by 
the  city  for  Riverside  Drive  in  1873  and  in  1880 
a  small  strip  on  the  east  was  added  by  the  clos- 
ing of  Bloomingdale  Road.    The  value  in  1880  is 
estimated  at  $60,000  from  a  comparison  of  the 
assessed  valuation  and  sales  in  that  year.    The 
owners  have  received  an  income  of  perhaps  $3,000 
a  year  for  the  past  few  years  from  the  rental  of 
bill  board  space.     A  large  apartment  house  is 
now  imder  construction  on  this  lot. 
The  following  tables  give  the  most  important  results 
of  the  study  of  these  nine  cases.    Table  I  gives  the  total 
figures  in  each  item  of  the  canying  charges  on  each 
of  the  nine  parcels  from  the  original  base  year  together 
with  the  totals  of  these  items  and  the  estimated  value 
in  1921.    This  estimate  is  based  upon  an  assimied  ratio 
of  95  between  the  assessed  valuation  and  the  true  value. 
The  New  York  City  Tax  Department  has  endeavored 
to  assess  property  at  its  full  value  since  1911,  but  the 
evidence  of  actual  conveyance  indicates  a  slight  im- 
derassessment  in  1921.* 

On  the  original  computation  each  of  these  parcels 
was  traced  back  as  far  as  it  could  be  separately  iden- 
tified on  the  tax  records,  and  as  far  as  the  different 
items  of  carrying  charge  could  be  determined  with  a 
fair  degree  of  accuracy.  This  method  resulted  in  nine 
different  base  years,  ranging  from  1840  to  1880,  with 
base-year  values  ranging  from  .3  per  cent  to  15.0  per 
cent  of  the  value  in  1921.  In  order  to  make  the  results 
of  the  separate  computations  comparable  one  with 
another,  the  value  of  each  parcel  was  estimated  for  1880 

2.  A  sample  of  182  widaly  dbtrttrntad  mIm  in  1021,  OTriwding  forMloettni,  sImwi  a 
median  ratio  of  aMetMd  valuation  to  sale  price  of  04.  Nearly  all  were  eaks  of  partly 
improred  land,  as  it  was  impoMible  tO'^nd  enough  eaks  of  Taoaat  land  in  Bdanbattan 
to  eetabliah  a  trustworthy  median. 
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and  the  various  items  of  carrying  charge  recomputed 
as  from  that  date  (Table  II).  The  assessed  valua- 
tions in  1880  were  foimd  to  be  about  50  per  cent  of 
sale  values,'  and  this  ratio  was  used  in  the  estimates, 
corrections  being  made  wherever  specific  sales  of  the 
property,  or  property  in  the  immediate  vicinity,  in- 
dicated a  different  local  ratio.  The  year  1880  was 
selected  as  the  common  base  year,  not  only  because 
it  was  the  earliest  year  common  to  all  the  original 
computations,  but  because  1880  is  generally  considered 
to  have  been  a  normal  business  year.  Land  values  had 
recovered  from  the  depression  following  the  crisis  of 
1873  and  the  general  level  of  commodity  prices  was 
again  normal.^ 

A  comparison  between  the  percentage  tables  III 
and  IV  shows  that  when  all  the  items  are  taken  into 


TABLE  m.  —  Vacamt  Lamd,  Manhattam 
CocU  M  peroentaces  of  Tftlue  in  1921 


Intereat 

Bam 
year 

Value  in 
baaeyear 

Tazea 

Special 
menta 

Intereat 

onbaae 

value 

Intereat 
on  tazea 

on 
special 

menta 

Total 
ooat 

Value 
in  1921 

1.  1840 

8.3 

53.2 

.7 

171.7 

103.2 

4.6 

321.7 

100.0 

2.  1845 

.3 

33.5 

.1 

6.0 

31.2 

.9 

72.0 

100.0 

3.  1866 

11.3 

44.2 

.5 

86.9 

46.2 

2.6 

191.7 

100.0 

4.  1860 

4.4 

44.5 

.4 

43.4 

46.8 

2.3 

141.8 

100.0 

6.  1856 

1.5 

40.9 

1.4 

18.3 

43.5 

6.4 

112.0 

100.0 

6.  1866 

13.7 

38.9 

2.5 

109.5 

46.3 

11.0 

221.9 

100.0 

7.  1854 

.8 

26.0 

1.9 

9.9 

23.6 

12.5 

74.7 

100.0 

8.  1859 

7.7 

40.2 

3.7 

67.1 

46.9 

12.4 

178.0 

100.0 

9.  1880 

14.2 

37.2 

5.2 

57.3 

25.4 

11.1 

160.4 

100.0 

Total 

6.3 

40.4 

1.4 

60.4 

47.9 

5.7 

162.1 

100.0 

3.  An  analyab  of  213  aalea  of  land  in  1880  for  which  oonaiderationa  were  atatedahowi 
a  median  ratio  of  exactly  50.  Of  theae  aalea  129  were  of  vacant  land  ahowing  a  median 
ratio  of  43.5.  The  84  improved  paroela  ahowed  a  median  ratio  of  67. 

4.  For  the  whole  of  Manhattan  laland  the  real  eat»te  valuation  in  1880  waa  $919,- 
669,205.  Aaauminc  a  50  per  cent  valuation  and  anuming  that  the  value  of  the  land 
waa  alightly  in  eseeaa  of  the  value  of  improvementa  we  arrive  at  an  eatimated  land 
value  in  1880  of  $1,000,000,000.  The  eatimated  land  value  in  1921  waa  83,468.000,000. 
of  which  the  value  in  1880  waa  28.8  per  cent.  Takiac  the  value  in  1880  aa  a  bate,  land 
valueain  Bianhattanaaa  whole  have  riaen  250  per  cent  while  the  valuea  of  the  nine  par- 
ceb  oonaidered  have  increaaed  400  per  cent.  It  ia  evident,  therefore,  that  the  pareda 
aeleeted  have  increaaed  in  value  much  more  n^rfdly  than  haa  the  averaoe  pMoal  ol 
land  in  liianhattan. 
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comparatively  small  item  of  carrying  charge.  It  is 
also  true  that  many  of  the  heaviest  assessments  which 
were  levied  on  these  properties  came  at  a  still  earlier 
date  than  that  at  which  the  computation  begins.  Tak- 
ing simply  the  base  value  in  1880  without  interest  and 
adding  the  taxes  and  assessments  with  interest  on  these 
payments  to  the  city,  the  total  cost  to  the  owners  has 
been  87.2  per  cent  of  the  1921  value,  leaving  only  12.8 
per  cent  of  the  present  value  or  37.7  per  cent  of  the 
value  in  1880  as  interest  on  the  base  value  over  a  period 
of  forty-one  years. 

The  greatest  losses  were  sustained  in  the  Fourteenth 
Street  section.  In  Parcel  1,  the  taxes  and  interest  on 
taxes  on  only  four-fifths  of  the  property  amoimt  to 
85.8  per  cent  of  the  present  value  of  the  whole,  or  107.0 
per  cent  of  the  value  of  the  four-fifths  alone.  If  no 
allowance  were  made  for  improvements '  the  value  in 
1880  with  the  actual  taxes  paid  since  that  date,  with- 
out any  interest  items,  would  exceed  by  4  per  cent 
the  value  in  1921.  While  this  property  is  now  worth 
only  a  little  more  than  double  its  value  in  1880  the  par- 
cel on  Fifth  Avenue  above  39th  Street  is  now  valued  at 
eleven  times  the  estimate  for  1880.  But  even  here  the 
owner  has  paid  one-third  of  its  present  value  in  taxes 
and  allowing  4  per  cent  interest  on  the  value  in  1880 
the  total  cost  in  1921  is  91.2  per  cent.  The  parcel  on 
West  64th  Street  has  increased  to  more  than  ten  times 
its  value  in  1880,  and  even  in  the  past  eig^t  years  it 
has  increased  over  50  per  cent.  Here  the  taxes  have 
been  only  24.5  per  cent  and  the  total  cost  84.8  per  cent 
of  the  present  value.  From  the  owner's  point  of  view 
this  is  the  most  favorable  showing  of  any  of  the  nine 
parcels,  but  it  is  equivalent  only  to  an  investment  yield- 
ing about  5  per  cent  interest. 


5.  In  ig(M  the  buildinn  were  valiMd  •X  $30,000  in  a  toUl  Tnluntlon  of  9K0JX0. 
In  1990  the  buildinci  wera  vnliMd  at  $3,000. 
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a  direct  connection  with  the  Bronx  across  Washington 
Bridge.  In  1891  this  tract  was  subdivided  into  411 
lots  and  sold  at  public  auction.  The  year  1891  was 
therefore  taken  as  the  base  year  for  the  subsequent 
computations  and  the  value  in  the  base  year  was  con- 
sidered equal  to  the  total  proceeds  of  the  sale.  The 
first  houses  were  built  in  the  following  year  and  by 
1898  41  lots,  or  10  per  cent,  were  improved  by  build- 
ings. The  opening  of  the  subway  gave  a  great  impetus 
to  development  and  by  1909  the  tract  was  51  per  cent 
improved.  In  1921  only  38  out  of  the  411  lots  remained 
vacant.  The  increase  in  the  value  of  the  land  has  been 
unusually  rapid.  In  1906,  the  first  year  in  which  the 
Tax  Department  published  separate  valuations  for 
land  and  buildings  by  sections,  the  land  in  this  tract 
was  valued  for  taxation  at  $3,144,300.  In  1921  the 
same  land  was  valued  at  $8,996,100,  an  increase  of 
186  per  cent.*  During  the  same  period  the  valuation 
of  all  land  in  the  Tax  Department  Section  8,  which  in- 
cludes Washington  Heights,  has  increased  about  100 
per  cent,  and  all  land  in  the  borough  of  Manhattan 
about  25  per  cent.' 

In  the  following  tables,  carrying  charges  have  been 
computed  on  the  tract  as  a  whole  and  also  separately 
on  the  38  lots  which  still  remained  vacant  at  the  be- 
ginning of  1921  and  on  the  41  lots  which  were  first 
improved. 

For  the  whole  tract  the  owners  paid  to  the  city 
$1,134,500  in  special  assessments  and  in  taxes  on  va- 
cant land.  Including  interest  chargeable  to  vacant 
land  the  total  was  $1,633,891  or  18.1  per  cent  of  the 
1921  value.    On  the  portion  remaining  vacant  to  1921 

0.  Salflt  in  the  Wathincton  Hdchto  section  in  1921  indioated  100  per  cent  Taluation. 

7.  An  examination  of  303  tales  in  1006  ehowe  a  median  ratio  of  valuation  to  tale 
price  of  76.  There  has  been  very  little  aotiial  increase  in  general  land  values  in  Man- 
hattan Island  since  1006.  See  Section  IV. 
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the  corresponding  charges  were  $211,943  for  taxes  and 
assessments,  or  with  interest  $347,525,  or  73.2  per  cent 
of  the  1921  value.  On  the  portion  first  improved  the 
same  charges  were  $45,024,  or  with  interest  $46,066,  or 
6.3  per  cent  of  the  1921  value.  In  these  three  com- 
putations interest  charges  on  the  base  value  differ  even 
more  widely  because  of  the  allowances  for  improve- 
ments. On  the  tract  as  a  whole  and  on  the  first  im- 
proved tenth  the  owners  have  enjoyed  a  material  net 
increment  of  land  value  over  the  total  cost  including 
interest,  but  on  the  unimproved  tenth  the  total  carry- 
ing charges  more  than  offset  the  increase  in  value,  which 
increase,  however,  was  not  relatively  as  great  as  in  the 
tract  as  a  whole. 

For  a  number  of  years  prior  to  the  auction  of  1891 
the  tract  as  acreage  had  an  interesting  history.  (See 
Table  VI.)  It  was  first  sold  as  city  property  in  1868 
when  it  was  purchased  by  General  Daniel  Butterfield 
and  Richard  Schell  for  $330,174.  In  1879  it  was  sold 
in  foreclosure  proceedings  for  $225,000.  It  was  sold 
again  m  1880  for  $315,000,  m  1883  for  $450,000,  in 
1885  for  $350,000,  and  in  1891  for  $980,000.  In  1850 
it  was  valued  for  taxation  at  $8,000  which  was  probably 
no  more  than  one-third  of  its  true  value.*  From  a  base 
value  of  $24,000  in  1850  the  total  cost  including  interest 
to  1885  was  $316,364,  as  compared  with  the  value  as 
measured  by  the  sale  in  that  year  of  $350,000.  It  is 
evident,  therefore,  that  practically  the  whole  net  in- 
crement in  forty-one  years  was  taken  by  those  who 
held  the  property  from  1885  to  1891.  General  Butter- 
field  and  his  partner  from  1868  to  1879  lost  their  whole 
equity  of  $50,000  and  in  addition  paid  taxes  amounting 
to  $34,234  and  special  assessments  of  $62,817.     In 


8.  Vacant  land  in  the  upper  pert  of  liCenhetten  warn  sMeMed  yery  low  at  this  time. 
Seventeen  MOfla  of  land  in  the  old  12th  Ward  above  80th  Street  between  1860  and  1854 
chow  a  median  ratio  of  valuation  to  eale  priee  of  30. 
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3.  The  Samler  estate  sale  was  held  in  1909.  The 
property  consists  of  212  lots  on  the  west  side  of 
Broadway  between  253d  and  256th  Streets.  The 
lots  are  nearly  all  on  a  steep  hillsidei  but  they 
are  easily  reached  and  will  be  very  desirable  when 
opened  by  street  improvements.  By  1921,  6  per 
cent  of  the  lots  were  improved  by  buildings. 

4.  The  William  Layton  estate  at  Throg's  Neck  was 
sold  at  auction  in  1908.  The  property  consisted 
of  700  lots  on  and  near  Eastern  Boulevard  and 
extending  to  Eastchester  Bay.  At  the  time  it  was 
some  distance  from  any  rapid  transit  line,  but  it 
has  been  made  more  accessible  by  the  construc- 
tion of  the  Westchester  Avenue  Extension  of  the 
subway.  The  tax  valuation  for  1921  indicated 
that  11.6  per  cent  of  the  lots  were  then  improved. 

5.  A  tract  of  871  lots  belonging  to  the  Ogden  estate 
was  sold  at  auction  in  1907.  The  property  is 
directly  across  Washington  Bridge  from  the  Wash- 
ington Heights  tract  described  in  Section  II.  It 
extends  south  from  Washington  Bridge  to  High 
Bridge,  and  includes  much  of  the  steep  hillside  and 
some  well  located  lots  on  the  top  of  the  hill.  The 
tract  is  now  19.6  per  cent  improved. 

6.  In  1905,  the  Beck  estate  sold  at  auction  315  lots, 
more  or  less  scattered  east  of  Boston  Road  and 
south  of  173d  Street.  This  property  was  already 
easily  reached  by  the  Third  Avenue  Elevated,  and 
many  lots  in  the  same  blocks  were  already  im- 
proved. All  the  streets  were  open  and  some  of 
them  were  paved  at  the  time  of  sale.  More  than 
200,  or  72.8  per  cent,  of  these  lots  were  improved 
by  1921. 

7.  The  Martense  farm  in  Brooklyn  south  of  Prospect 
Park  was  sold  at  auction  in  1909.    The  property 
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of  the  Morria  Park  tract.  A  large  proportion  of  the 
lots  in  this  tract  can  now  be  bought  for  less  than  the 
price  paid  at  the  auction  in  1913.  In  eight  years  the 
owners  have  paid  in  taxes  and  assessments  with  interest 
50  per  cent  of  the  value  in  1021.  The  ori^nal  cost  with 
interest  biii^  tiie  total  cost  to  230  per  cent  of  the 
present  value.  The  actual  condition  of  the  individual 
owner  was  even  worse,  for  70  per  cent  of  the  purchase 
price  was  allowed  to  remun  on  mortgage,  so  that  on  a 
large  part  of  the  total  purchase  price  the  rate  of  intoest 
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ten  tracts  studied.  Since  1913  the  total  increase  in 
value  has  been  slightly  more  than  the  taxes  and  special 
assessments,  without  interest. 

Because  of  the  shorter  period  which  these  computa- 
tions cover  the  distribution  of  the  various  items  of  cost 
is  quite  different  from  that  in  the  study  of  the  vacant 
tracts  in  Manhattan.  Based  upon  the  values  in  1921 
the  average  value  of  the  Manhattan  tracts  in  1880  was 
21.1  per  cent,  while  the  average  value  of  the  tracts  sold 
at  auction  was,  in  1913, 106  per  cent  of  the  1921  value, 
or  without  the  Morris  Park  tract,  92.3  per  cent.  In 
Table  X  as  compared  with  Table  IV,  interest  on  the 
purchase  price,  taxes  and  interest  on  taxes  are  all  low, 
but  special  assessments  are  much  higher. 

During  the  year  1921  there  was  great  activity  in  the 
disposal  of  large  tracts  by  means  of  auction  sales.  In 
the  advertising  the  same  phrases  were  used  as  in  the 
advertising  of  the  sales  between  1905  and  1913,  and 
the  same  promises  were  made  of  ^eat  increases  in 
values.  It  is  not  within  the  province  of  this  article  to 
make  forecasts,  but  with  taxes  in  the  Bronx  at  2.84, 
prospective  special  assessments  of  at  least  $1,000  a  lot 
and  allowing  merely  savings  bank  interest  at  4  per  cent, 
it  is  obvious  that  the  land  must  increase  in  value  from 
10  to  15  per  cent  a  year  in  order  to  justify  an  invest- 
ment m  vacant  land  which  cannot  be  immediately 
improved. 

IV 

New  York  City  by  Boroughs 

Since  1906  the  New  York  City  Tax  Department  has 
published  reports  showing  not  only  the  total  valuation 
of  real  estate  but  the  valuation  of  land  alone  by 
boroughs  and  sections.  Beginning  with  1910  the  value 
of  vacant  land  by  boroughs  is  separately  stated  in  the 
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reports.  By  projecting  back  to  1906  the  percentage 
curve  of  the  value  of  vacant  land  by  boroughs  it  is  pos- 
sible to  construct  tables  by  boroughs  on  the  same  basis 
as  that  used  for  the  separate  tracts  already  discussed. 
In  order  to  arrive  at  an  estimate  of  the  true  value  of 
land  in  1906  in  the  borough  of  Manhattan,  303  actual 
transfers  in  that  year  with  consideration  stated  were 
compured  with  the  assessed  valuations.  The  median 
of  these  303  ratios  was  76,  showing  that  the  land  was 
valued  for  taxation  at  approximately  76  per  cent  of  its 
sale  value.  In  Brooklyn  a  similar  test  with  100  trans- 
fers showed  a  median  ratio  of  70  per  cent.  No  test 
has  been  made  in  the  other  boroughs  on  accoimt  of  the 
difficulty  in  obtaining  satisfactory  material.  Since 
1914  the  ratio  of  assessed  valuations  to  sales  has  been 
computed  and  published  by  the  Tax  Department  by 
boroughs.  In  these  years  the  ratio  for  Manhattan  is 
nearly  always  the  highest  of  the  five  boroughs,  the 
Bronx  is  second,  Brooklyn  third,  Queens  fourth  and 
Richmond  the  lowest.  In  has,  therefore,  been  assumed 
for  the  purposes  of  this  computation  that  the  ratio  in 
1906  was  76  for  Manhattan,  75  for  the  Bronx,  and  70 
for  Brooklyn,  Queens,  and  Richmond. 

In  1921  a  comparison  of  sale  prices  with  assessed 
valuations  was  made  for  four  of  the  five  boroughs. 
In  order  to  arrive  at  the  land  value  apart  from  the  value 
of  land  and  buildings,  only  transfers  of  vacant  and 
slightly  improved  land  were  used.  In  Manhattan  190 
sales  gave  a  median  ratio  of  assessed  valuations  to  sale 
prices  of  96.5.  Excluding  foreclosiu'es,  the  median 
ratio  was  94.  In  the  Bronx  93  sales,  excluding  fore- 
closures, gave  a  median  ratio  of  100.  In  Brooklyn 
the  median  ratio  of  84  sales,  excluding  foreclosures,  was 
91  and  in  Queens  32  sales  gave  a  median  ratio  of  83. 
Since  the  conveyances  in  Richmond  are  not  published 
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computations,  however,  the  total  carrying  charge  fig- 
ures were  usually  slightly  decreased  on  account  of  the 
larger  proportion  of  annual  charges  paid  during  the 
period  of  higher  prices. 

Conclusions 

1.  A  large  part,  and  in  some  cases,  all  of  the  increase 
in  the  value  of  vacant  land  is  offset  by  actual  pay- 
ments to  the  city  in  the  form  of  taxes  and  special 
assessments  with  interest  thereon. 

2.  These  charges  have  increased  rapidly  within  recent 
years,  and  at  the  same  time  the  rate  of  increase  in 
land  values  has  fallen. 

3.  The  holding  of  vacant  land  is  not  a  profitable  form 
of  investment,  except  for  short  periods  of  time  in 
exceptionally  favorable  locations. 

4.  Purchasers  of  outlying  vacant  lots  at  public  auc- 
tion almost  invariably  pay  prices  which  discoimt 
future  increases  in  value  for  many  years  to  come, 
and  leave  to  the  purchaser  a  practical  certainty  of 
heavy  loss. 

5.  While  vacant  land  makes  a  substantial  contribu- 
tion to  the  revenue  of  the  city  there  are  certain 
elements  of  social  loss  in  the  premature  subdivision 
of  land. 

(a)  Through  the  aggr^ate  losses  of  individual 
small  purchasers. 

(6)  Through  the  loss  of  interest  on  the  value  of 
street  improvements  prematurely  made  and 
the  loss  due  to  their  deterioration  as  a  result  of 
disuse  and  neglect. 

(c)  Through  the  premature  withdrawal  of  land 
from  agricultural  use.  This  loss  is,  however, 
relatively  slight,  and  is  to  some  extent  counter- 


A  THEORY  OF  THE  RATE  OF  WAGES 

SUMMARY 

Other  theories  of  wages  deal  with  other  problems  than  that  of  rais- 
ing wages,  581.  —  Sources  from  which  increase  of  nominal  wages  may 
come,  585.  —  How  may  the  laborers  command  a  share  of  these  sur- 
pluses? 605. — Increasing  real  wages  by  lowering  the  prices  of  what  the 
laborer  buys,  608.  —  The  laborer's  free  income,  609.  —  Factors  de- 
termining a  wage  rate  in  a  given  industry,  610. 

I.  The  inquiry,  whose  imperfect  results  find  ex- 
pression below,^  has  had  three  objects. 

(A)  The  first  is  to  find  a  theory  of  wages  relevant 
to  the  problem  of  how  real  wages  are  to  be  raised. 

{B)  The  second  is  to  push  the  explanation  of  wages 
beyond  the  composite  abstractions  of  current  theories 
and  to  formulate  it  in  terms  of  economic  factors  amen- 
able to  control. 

(C)  The  third  is  to  establish  a  theoretical  basis  for 
quantitative  inquiries  into  the  possibilities  of  raising 
wages  in  particular  industries  and  occupations. 

II.  The  excuse  for  adding  another  to  innumerable 
theories  of  wages  is  the  conventional  one  that  they  do 
not  achieve  these  desired  objects. 

(A)  These  theories,  one  and  all,  have  their  roots  in 
other  problems  than  that  of  raising  real  wages. 

1.  The  ''iron  law  of  wages"  is  an  outgrowth  of  con- 
cern with  the  problems  of  "misery'^  and  of  "poverty.** 
It  proves  that  they  are  inevitable. 

2.  The  ''wages  fimd"  theory  is  a  denial  of  the 
ability  of  trade  unions  to  raise  the  general  rate  of  wages. 


1.  Th«  argument  wfaieh  foUowi  b  ptwtntad  in  mMnonndum  form  baosiiM  of  tho 
tontotivo  ofaATKoter  of  its  ■Utomont,  tho  interminable  length  to  wUeh  it  would  othei^ 
wiee  run.  end  the  eaee  with  whioh  thie  form  of  eompoeitioii  lend*  iteeif  to  eoneiie  and 
ertjculete  eipiietiun. 
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4.  They  make  the  theory  of  wages  an  aspect  of 
value  theory.  This  leaves  out  of  account  items  of  in- 
come, such  as  compensation  for  accidents,  supervision 
of  health,  and  educational  opportimities,  which  are  no 
part  of  the  pecimiary  wage.  Moreover,  it  directs  at- 
tention to  the  process  through  which  labor  is  evaluated 
in  the  market  rather  than  to  the  relationship  of  real 
wages  to  the  tangible  sources  of  wealth. 

(C)  These  theories  furnish  no  basis  for  quantitative 
inquiries  concerned  with  the  possibilities  of  raising 
wages  in  particular  industries.  On  the  contrary,  they 
are  quite  self-sufficient.  They  require  no  resolution  into 
parts,  no  elaboration,  no  changes  in  factors  or  in  em- 
phasis, and  no  qualification  to  be  applicable  to  specific 
wage  problems.  In  short  they  are  irrelevant  to  the 
problem  of  a  conscious  attempt  to  raise  wages  by  a  con- 
trol of  the  factors  upon  which  wages  depend. 

III.  This  approach  to  the  theory  of  wages  carries 
with  it  its  own  assumptions  and  method.  Since  these 
peculiarities  are  explicit  in  the  pages  which  follow,  no 
detailed  presentation  of  them  is  necessary.  It  is  enough 
to  indicate  here  the  salient  features  of  the  problem  with 
which  the  theorizing  below  is  concerned. 

(A)  Its  end  is  the  elaboration  of  a  theory  of  wages, 
at  once  scientific  in  basis  and  positive  in  character,  yet 
relevant  to  the  various  problems  involved  in  increasing 
the  particular  rates  which  make  up  'Hhe  wages  struc- 
ture." 

(fi)  Its  concern  is  to  formulate  a  theory,  not  the 
theory,  of  wages.  The  theory  elaborated  below  is 
directly  relevant  only  to  the  problem  of  how  real  wages 
are  to  be  raised.  It  has  no  direct  relevancy  to  an  ex- 
planation of  wage  rates  in  terms  of  native  ability;  the 
differentials  in  wage  rates,  with  a  lifetime  as  the  term, 
paid  in  various  occupations;  the  ethical  maits  of  ''the 
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rate  of  wages  (IV-V) ;  (2)  an  increase  in  the  purchas- 
ing power  of  the  nominal  wage  (VI) ;  or  (3)  an  increase 
in  the  goods  and  services  available  to  the  laborer  which 
are  not  included  in  the  nominal  wage.'  The  factors 
upon  which  each  of  these  depends  are  set  forth  in  detail 
below.* 

(H)  There  follows  a  translation  of  the  theory  of  the 
increment  into  a  theory  of  the  rate  of  wages  (VIII),  a 
consideration  of  the  relationship  of  rates  of  wages  to 
each  other  in  ''the  wages  structure''  or  through  ''the 
general  rate  of  wages"  (IX),  and  some  suggestions 
about  wages  policy  which  are  implicit  in  the  theoretical 
discussion  which  is  the  main  concern  of  this  inquiry  (X). 

IV.  An  increase  in  the  nominal  rate  of  wages  in  an 
industry  or  occupation  depends  upon  (1)  the  discovery 
of  a  source  for  the  increment  and  (2)  the  ability  of  the 
wage-earners  in  the  industry  or  occupation  to  command 
it  against  the  competition  of  other  groups.  This  section 
is  concerned  with  the  first  of  these  two  conditions.' 

(A)  The  first  general  source  of  an  increase  in  the 
nominal  wage  is  to  be  foimd  in  price  changes. 

3.  Lofioally  thk  dSaooHioii  ilKrald  ooeupy  »  aingla  MOtkm  of  tht  M^^  But  to 
■impUfy  what  it  mi  beit  an  •Uborate  explanation,  eaeh  of  thw  poiriWn  ■oureet  it  dia- 
ouaMdinaaingleaeotionaV-y,VI,yn).  For  tha  ■ame  raaMm  tha  fint  it  diridad  bo- 
twean  two  taotiona,  eonoarnad  with  tha  potribia  toureaa  of  an  inoreata  in  tha  nominal 
wage  (TV)  and  with  tha  abiUty  of  wage  aamafa  to  nommand  thata  ineramanta  (V). 

4.  A  tummary  of  thata  faotoft  taamt  unnaeettary  hara.  Tha  raadar  who  withat  to 
get  a  perapecttTe  of  tha  argument  in  adranoa  haa  only  to  read  fl»t  tha  main  haadingt 
(IV-VII),  than  the  fiiat  tnb-hoMlinga  under  eaeh  (A,  B,  C),  ate. 

6.  Thit  taction  it  Tery  roughly  an  abatraetion  of  tha  auggeatioaa  of  tooreta  of  a  wage 
increate  for  ooal  minart  pceeented  by  Tariona  witnettw  to  the  Coal  Indnatiy  Commit- 
tion  (Britith)  in  1919.  Thit  repretentt  the  meet  parriatent  and  moat  oompnkeiialTa 
attempt  with  wliieh  the  writer  la  aeqnainted  to  eanTata  tha  whole  range  of  poatibiHtiet 
of  wage  inereaata  offered  by  an  indnatiy.  It  it  proper  to  defend  tha  membera  of  tha 
Commitaion  and  ita  witnettw  by  taying  that  their  aovroet  of  wage  inenaaea  wwe  all 
embodied  in  "praetieal'*  propotab  and  that  none  of  them  had  tha  hardihood  to  elab- 
orate a  theory  of  an  inerement  in  the  rate  of  wagea  or  to  eonvert  thie  into  a  giBanl 
explanation  of  a  batie  rate  in  an  indnttry  or  oeeopation.  In  their  daf ate  it  mnat  alto 
be  recorded  that  in  tha  proeett  of  abatraodon  many  aoureat  hava  ertpt  into  thia  aaeooBt 
which  were  not  toggetted  before  the  eommittion.  The  libertiet  taken  by  the  writer  will 
be  familiar  to  all  who  have  ttndied  the  teatimony  taken  by  tha  CnmmiMtiwi  Othanara 
referred  to  the  two  million  wordt  of  tettimony  **hvBibly  anbmittad''  *^  Tov  Mi^ 
etty*t  moat  gradout  eooaftdtratloo"  and  duly  recorded  in  tha  Beporta  and  Minntti  of 
Eridanee  of  the  Inquiry  eondneted  by  the  Coal  IndiMtiy  CobbImIob,  Loadoa,  1919. 
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(6)  Pressure  upon  property  incomes  is  likely  to 
yield  substantial  returns  only  in  industries  which  have 
recently  become  monopolistic  and  in  which  property 
rights  to  surplus  income  have  not  yet  become  clearly 
established. 

(c)  Profits  from  capitalization  not  represented  by 
physical  property  offer  an  imcertain  source  for  wage 
increases.  It  is  difficult,  if  not  impossible,  to  disen- 
tangle such  equities  from  those  that  represent  real 
property.  In  most  cases  such  equities  are  '^  estab- 
lished" and  have  been  transferred  in  genuine  sales 
many  times. 

(d)  The  lowering  of  the  general  rate  of  interest  offers 
the  possibility  of  a  slight  increase  in  wages.  This  is 
contingent  upon  an  increase  in  the  volmne  of  savings, 
a  more  plentiful  supply  of  credit,  or  changes  in  the 
banking  customs  and  investment  habits  of  the  com- 
munity. It  is  beyond  the  control  of  the  laborers  in  a 
particular  industry. 

(e)  Pressure  upon  profits  is  even  more  narrowly 
limited  by  the  demand  of  the  industry  for  more  fimds. 
If  the  increase  in  wages  is  to  be  maintained,  either 
profits  must  not  be  so  seriously  curtailed  as  to  make  it 
difficult  for  the  establishment  or  industry  to  attract 
investments,  or  some  new  method,  other  than  depend- 
ence upon  private  investors  and  'Hhe  money  market," 
must  be  foimd  to  secure  fimds  for  expansion. 

if)  Pressure  upon  profits  must  not  be  allowed  to 
deplete  the  surplus  from  '^ corporate  savings"  intended 
for  reinvestment  in  the  industry. 

3.  The  cost  of  the  increment  in  the  wage  may  be 
taken  out  of  incomes  from  the  ownership  of  '' natural 
elements"  used  in  the  industry.  It  is  argued  that  dnce 
groimd  rent,  mineral  rights,  and  the  like  are  paid  for 
the  use  of  non-producible  goods,  a  reduction  or  an 
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dustry.  The  possible  savings  from  this  source  are  not 
primarily  from  price  changes.  They  are  contingent 
upon  a  reorganization  of  the  industry  which  will  be  dis- 
cussed in  its  proper  place  bdow  (IV,  C). 

(c)  The  third  is  salaries  in  excess  of  the  amounts 
necessary  to  adequate  performance  of  fimctions.  It  is 
true  that  at  present  many  salaries  are  more  than  enough 
to  furnish  to  their  recipients  incentives  to  do  their  best 
and  to  supply  them  with  all  the  instrumentalities  es- 
sential to  efficient  work.  Yet,  imder  a  system  in  which 
industries  compete  for  executives  and  salaries  are  re- 
garded as  indications  of  efficiency,  a  single  industry 
cannot  immediately  cut  from  salaries  their  excesses 
without  danger  of  weakening  its  personnel. 

5.  The  cost  of  the  increase  in  the  wage  may  be 
thrown  back  upon  those  from  whom  the  industry  re- 
ceives its  materials  and  supplies.  This  possibility 
presents  an  alternative. 

(a)  It  may  involve  finding  the  source  of  the  lower 
prices,  in  part  or  in  whole,  in  the  wages  bills  of  the 
supplying  industries.  This  is  tantamoimt  to  raising 
wages  in  an  industry  at  the  expense  of  wages  in  the  in- 
dustries from  which  it  draws  its  supplies. 

(6)  Or  it  may  involve  finding  the  source  of  the  lower 
prices  in  internal  economies  in  the  supplying  industries. 
This  is  raising  for  these  industries  the  identical  ques- 
tion of  a  wage  increase  through  internal  dconomies 
which  is  discussed  for  the  industry  in  question  below 
(IV,  By 

{B)  The  second  source  of  an  increase  in  the  nominal 
wage  is  an  improvem^it  in  'Hhe  state  of  the  industrial 
arts."  This  can  be  effected  either  through  a  develop- 
ment of  the  arts  or  through  their  better  utilization. 


6.  IncikUmUHy  one  cannot  eteap»  th«  qnMlioii  of  why  ■aTJni  foqnd  ttomnh  intonial 
eoonomiw  in  tlM  tapplying  indurtite  •hooU  not  be  oMd  to  raitt  waatsln  tho  Ittdn^^ 
in  wliieh  th«y  originnte mthor  than  be  dlTvrtod  to  miring  waatnln MiaH«iiBdiiftnr* 
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establishment.  Such  promises  of  increased  personal 
efficiency  are  quite  finite.  Where  the  machine  technique 
is  established  the  great  majority  of  tasks  make  use  of 
only  a  fraction  of  the  laborer's  intellectual  resources; 
the  training  for  the  task  is  short  and  simple;  and  there 
is  a  tendency  to  reduce  men  to  a  dead  level.  In  addi- 
tion the  hierarchical  organization  of  business  reduces 
greatly  the  niunber  of  positions  requiring  intelligence 
and  discretion. 

(c)  A  third  source  of  such  increased  efficiency  is  to 
be  foimd  in  the  better  utilization  of  labor.  Here  be- 
long the  familiar  problems  of  hours  of  work,  rest  periods, 
inspection,  '^ efficiency  systems,"  methods  of  wage  pay- 
ment, and  the  like. 

(d)  A  fourth  source  of  such  increased  efficiency  is  a 
reduction  of  absenteeism.  This  problem  is  largely  one 
of  health  and  of  morale.  A  serious  decrease  in  the 
volmne  of  volimtary  abstinence  from  employment  must 
wait  upon  changes  in  personal  habits. 

(e)  A  fifth  source  of  such  increased  efficiency  is  an 
improvement  in  the  morale  of  labor.  In  this  coimtry  the 
morale  of  labor  is  already  high.  How  high  it  is  is  evi- 
dent in  noting  the  fall  in  wages  and  the  general  economic 
ruin  which  would  attend  any  widespread  practice  of 
sabotage.  There  is,  however,  too  much  of  a  negative 
element  in  labor  morale.  The  industrial  system  both 
helps  and  hinders  the  solution  of  this  problem.  Where 
industry  is  mechanicalized,  the  machine  sets  the  pace. 
There,  except  for  absenteeism,  a  high  morale  on  the 
part  of  the  worker  is  unnecessary.  Where  the  older 
''indiscipline"  remains,  the  separation  of  owner  and 
laborer  and  the  impersonality  of  management  create 
psychological  conditions  which  imdermine  morale. 
This  mental  distrust  is  increased  by  a  price  system  and 
an  irregularity  in  industrial  activity  which  makes  the 
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businesses  primarily  to  be  run  for  the  benefit  of  them- 
selves and  their  stockholders. 

3.  A  surplus  may  be  produced  by  improving  the 
technique  of  the  industry.  In  the  last  century  the 
development  of  the  machine  technique  has  been  a  fac- 
tor of  great  importance  in  raising  wages.  In  spite  of 
this  it  is  usually  overlooked  by  those  concerned  with 
finding  a  source  for  increased  wages.  It  is  neglected 
because  as  a  long-time  factor  it  does  not  possess  the 
immediacy  which  wage  earners  demand  of  their  weapons 
and  because  it  has  not  usually  been  regarded  as  sub- 
ject to  control.  Its  importance  prompts  the  following 
cursory  suggestions. 

(a)  The  accepted  theory,  common  to  economics  and 
to  law,  is  that  improvements  in  the  industrial  arts  come 
from  very  gifted  individuals;  that  pecimiary  rewards 
are  the  bait  necessary  to  get  from  them  their  pioneer 
work ;  and  that  through  a  grant  of  patent  the  inventor 
or  discoverer  enjoys  for  a  period  of  years  the  rewards 
of  his  industry  and  genius.  At  the  expiration  of  the 
patent  the  discovery  or  invention  becomes  public  prop- 
erty, and,  through  the  competition  of  rival  producers, 
its  full  benefit  is  secured  to  the  consumers  in  cheaper 
goods. 

(6)  The  progress  of  the  work  of  discovery  and  inven- 
tion tend  to  make  this  theory  more  and  more  obsolete. 
At  present  the  development  of  technique  in  many  in- 
dustries is  entrusted  to  organizations  with  semi-per- 
manent staffs,  whose  members  work  for  salaries.  This 
more  efficient  system  is  being  extended  and  is  capable 
of  application  to  all  industries.  Under  it  the  cost  of 
inventions  and  discoveries  can  be  reduced  to  almost 
calculable  terms.  Wherever  it  is  used  the  expense  in- 
curred in  the  advancement  of  technique  is  only  a  frac- 
tion of  the  gains  which  newer  methods  and  contrivances 
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efficient  ones  they  replace.  The  accruing  surplus  rep- 
resents one  of  the  least  impervious  points  of  attack 
for  a  raise  in  wages. 

(6)  The  other  is  the  possibility  of  bringing  the  equip- 
ment of  the  poorer  establishments  of  an  industry  up 
to  the  standards  set  by  the  best.  It  is  well  known  that 
wages  in  an  industry  are  affected  by  'Hhe  ability  to 
pay"  on  the  part  of  the  poorer  establishments.  It  is 
evident  that  poor  equipment  increases  the  cost  of 
production  and  diminishes  the  ability  of  the  establish- 
ments to  pay.  In  such  cases  an  increase  in  wages  is, 
among  other  things,  dependent  upon  a  competitive 
system  provident  enough  to  deny  business  life  to  the 
poorer  establishments.  In  marginal  plants  that  sur- 
vive an  elimination  of  poor  and  obsolete  equipment 
would  remove  a  serious  check  on  wages. 

5.  A  surplus  may  have  its  source  in  an  improved 
organization  within  the  establishments  making  up  the 
industry.  The  possibilities  here  are  as  comprehensive 
as  the  whole  domain  of  the  administration  and  manage- 
ment of  a  plant.  Some  of  the  larger  of  the  prospective 
sources  of  gain  follow. 

(a)  The  '^ established  order"  of  nearly  every  plant 
can  be  greatly  improved.  There  are  possibilities  of  a 
reduction  in  costs  in  a  closer  articulation  of  the  parts 
of  the  business,  in  avoiding  duplication  of  functions, 
in  planning  systematically  for  the  future,  in  careful 
preparation  for  the  day's  work,  in  proper  correlation 
with  other  industries,  and  in  an  adequate  system  of 
accountancy  and  budgeting. 

(6)  Little  progress  has  yet  been  made  in  the  estab- 
lishment of  standards  by  which  the  efficiency  of  man- 
agements, departments,  and  employees  can  be  tested. 
Business  practice  is  still  based  upon  the  notion  that 
pecimiary  reward  is  the  exclusive  bait  to  efficiency. 
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present  a  serious  defect  in  economic  organization.  An 
adequate  solution  of  this  problem  involves  almost  every 
economic  institution.  It  raises  the  whole  question  of 
the  efficiency  of  industry  under  business  guidance.  It 
is,  therefore,  too  all  inclusive  to  be  discussed  as  a  sub- 
head of  a  theory  of  wages.  It  is  sufficient  to  indicate 
two  ways  in  which  the  operation  of  the  economic  cycle 
holds  wages  down. 

(a)  The  first  and  most  obvious  is  the  creation  of 
unemployment  in  periods  of  depression.  Even  tho 
nominal  wage  rates  are  maintained,  the  depletion  of 
earnings  seriously  impairs  the  wage  rate  measured  in  a 
period  long  enough  to  be  of  any  significance  in  the  life 
of  the  laborer.  Furthermore,  these  stoppages  of  in- 
come, by  decreasing  the  purchasing  power  of  a  part  of 
the  community,  indirectly  lower  the  wages  of  those 
constantly  employed.* 

(6)  The  second  is  an  increase  in  the  cost  of  production 
per  unit  of  product.  In  periods  of  depression  overhead 
costs,  which  are  fairly  constant,  are  spread  very  thick 
over  the  small  volume  of  production.  In  periods  of 
prosperity  increased  demand  is  accompanied  by  in- 
creases in  costs,  since  raw  materials  have  to  be  bought 
at  advanced  prices  and  plants  are  forced  beyond  their 
normal  capacities.  A  reduction  in  these  costs  through 
more  regular  production  would  create  an  appreciable 
surplus. 

2.  If  wage  earners  would  take  thought  for  the  mor- 

9.  At  this  point  the  writer  oaniiot  forbear  making  a  einfle  lucgeetion.  It  it  that  a 
tax.  aa  heavy  aa  the  traffic  oan  bear ,  be  placed  upon  temporal  irrecularitiee  in  the  vol- 
ume of  emplosrment.  It  may  perehance  be  that  this  will  not  arrest  cyclical  unemploy- 
ment, for  ita  eourcea  are  beyond  the  control  of  the  pereonnel  of  any  induatry.  But  if 
there  ii  any  truth  in  the  theory  that  pecuniary  rewards  are  among  the  motivea  to  in- 
dustrial policy,  which  even  the  moat  protestant  of  economists  does  not  deny,  it  will 
cause  business  executives  to  do  all  they  oan  to  regularise  the  volumes  of  their  respective 
employments.  Since  the  receipts  would  be  paid  out  in  unemployment  benefita,  this 
would  also  tend  to  decrease  unemployment  fay  stabilising  purchasing  power.  Thus  it 
would  provide  a  double  incentive  to  the  reduction  of  unemployment. 
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terminating  at  the  end  of  fifty  years.    In  this  way  a 
very  large  surplus  could  be  created.^ 

3.  A  reorganization  of  the  system  of  marketing  the 
products  of  an  industry  offers  the  chance  for  a  surplus. 
There  is  a  persistent  demand  for  a  simplification  of  the 
prevailing  "hierarchical  system  of  distribution"  of 
goods,  with  its  ranks  of  jobbers,  wholesalers,  retailers, 
and  whatnots.  The  obstacles  in  the  way  of  market 
reform  are  two. 

(a)  There  are  in  the  marketing  organization  vested 
interests  which  have  no  thirst  for  extinction. 

(6)  There  are  necessary  functions  in  the  process  of 
marketing  goods,  such  as  transfer,  storage,  delivery, 
and  the  extension  of  personal  credit,  which  are  essential 
under  any  form  of  market  organization,  and  which  re- 
quire agencies  for  their  discharge. 

4.  There  is  a  demand  for  a  larger  measure  of  unifica- 
tion in  an  industry.  Many  proposals  of  partial  unifica- 
tion have  been  made  by  individuals  and  by  groups  who 
have  zealously  sought  a  fund  available  for  raising  wages. 
The  following  are  the  more  important  of  these. 

(a)  There  is,  first,  the  demand  for  "collective  mar- 
keting." A  very  large  part  of  the  cost  of  marketing  is 
incidental  to  the  sale  of  the  particular  brands  of  com- 
petitive establishments  rather  than  essential  to  the 
marketing  of  the  product  itself.  In  particular  the  de- 
mand for  stable  commodities  is  quite  constant  and 
selling  costs  are  largely  competitive.  In  this  country 
law  has  recently  sanctioned  the  establishment  by  com- 

1.  Here  ftriaee  the  queitaon  of  the  equity  of  the  conflicting  olaime  of  the  Uboren 
within  an  industry  and  the  ooneumers  ci.  its  produeta  to  the  inoome  freed  by  the  non- 
oepitaliBation  of  "oorpomte  mvinie"  and  by  "the  liquidation  of  ownenhip."  It  it  of 
no  concern  here  only  to  note  that  the  iaeue  b  between  eoneentrating  the  rarphie  upon  a 
•ubetantial  inereaae  in  wagee  in  an  induetiy  or  diffuring  it  in  elightly  rairing  the  wagea 
of  all  laboren  through  a  decreaee  in  prices.  Of  eouree  in  the  improbable  erant  of  all 
industriee  expanding  throui^  the  reinTeatment  of  non-eapitaUaed  corporate  aaTiagi 
and  all  of  them  liquidating  ownership  at  the  same  time  there  would  be  little  material 
difference  between  the  resoHs  ol  these  two  poUeiss  upoa  the 
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is  hard  to  see  how  this  could  add  more  than  a  small 
increment  to  wages  imless  the  price  of  the  commodity 
were  raised  or  contributions  were  made  to  the  "pool" 
out  of  public  funds.  At  best  it  could  only  average  out 
the  abilities  of  the  several  firms  to  pay.  Offhand  it 
appears  that  it  could  not  increase  the  aggregate  of  wages 
in  an  industry  by  more  than  the  differential  property 
incomes  paid  by  the  concerns  making  it  up. 

(d)  There  is,  fourth,  the  proposal  of  "financial  unifi- 
cation." The  demand  is  for  a  imited  business  manage- 
ment of  an  industry  composed  of  establishments,  each 
of  which  retains  its  technical  staff.  Its  advocates  would, 
as  in  the  case  above,  have  wages  charged  against  the 
industry,  rather  than  against  its  separate  establish- 
ments. Many  of  them  would  have  prices  based  upon 
the  average,  rather  than  upon  the  marginal,  cost  of 
production.^  If  the  financial  guidance  were  competent, 
it  cannot  be  argued  against  the  scheme  that  it  is  a  mere 
device  for  collecting  a  subsidy  from  efficient  establish- 
ments to  maintain  incompetent  ones.  But  there  are 
two  serious  obstacles  in  the  way  of  this  promising  ven- 
ture. First,  at  best  only  the  differentials  of  the  better 
over  the  poorer  establishments  could  be  appropriated. 
Second,  an  attempt  at  their  appropriation  through 
'^ financial  unification"  would  have  to  be  compulsory. 
If  the  imits  composing  the  industry  were  left  to  imite 
by  act  of  free  will,  there  is  no  guarantee  that  the  dif- 
ferential gains  of  the  better  establishments  would  be 
devoted  either  to  raising  wages  or  to  lowering  prices. 
If  "financial  unification"  were  forced  upon  them,  seri- 
ous questions  of  law  and  of  the  equity  of  established 

4.  The »dvocat«» of  this achMaeaotiMttinwifoiict that tfpftott aw bMtd upon" th» 
ftvoTBce  eoot  of  produetion  '*  the  ■urplue  madeupof  the  diffwiiiiUMlt  ohHrfmd  by  haiing 
it  upon ''the mari^iialeoet'' wiU  not  be ftTulable  for  paying U^Mrwaflai.  Thitmirplas 
may  be  dittribnted  between  the  wage  earneis  in  an  indoitnr  and  the  ooaauBMca  of  ita 
produete.   It  oannot  be  awarded  to  both  of  them. 
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incomes  from  property  would  be  raised.  Such  ques- 
tions might  be  solved;  but  for  the  moment  their  very 
existence  and  the  vested  interests  in  their  remaining 
imsolyed  are  almost  insuperable  obstacles  to  an  adop- 
tion of  the  scheme.^ 

(e)  There  is,  fifth,  the  demand  for  "collective  pro- 
duction." Since  "collective  production"  is  impossible 
without  "collective  finance,"  it  involves  a  rather  com- 
plete unification  of  the  industry.  For  that  reason  it  is 
discussed  in  its  proper  place  just  below. 

5.  More  drastic  still  is  the  demand  for  a  complete 
unification  of  the  industry.  The  rate  of  wages  has, 
among  other  antecedents,  the  prevailing  organization 
of  an  industry  as  an  aggregation  of  competing  units 
(modified  by  some  semblance  of  imity  for  price-making 
or  other  purposes)  under  business  control.  Under  an- 
other form  of  organization  wages  might  be  higher  or 
lower;  almost  certainly  they  would  not  be,  collectively 
and  severally,  what  they  are  now.  The  demand  for 
"the  organization  of  an  industay"  finds  expression  in 
an  increasing  number  of  proposals.  The  possibilities 
of  these  daring  attempts  to  discover  funds  available 
for  wage  increases  are  indicated  in  the  following  dis- 
cussion of  the  three  most  common  proposals. 

(a)  The  simplest  proposal  is  "monopoly,"  the  merger 
of  the  units  of  an  industry  into  a  single  joint-stock  com- 
pany, with  a  "business  organization"  and  under  "pri- 
vate control."  This  would  enable  savings  incidental 
to  collective  marketing,  collective  research,  a  wages 
pool,  financial  unification,  and  collective  production, 
to  be  made.    In  addition  it  would  permit  economies 

ft.  In  lone-time  termi  the  propoeal  ia  more  i»romising.  In  partieolar  it  mlsfat  be 
Teiy  useful  in  induetriei  in  which  jiroduotionin  inereeaed  qunntity  entaib  higher  eoete. 
For  an  inereeaed  demand  and  a  "lower  margin  of  cultivation,"  utiKwttion,  or  fabrica- 
tion would  create  differentials  which  might  be  disburwd  in  wage  increases  in  the  indus- 
try. This,  of  course,  would  be  equiralent  to  giving  to  its  laborers  increased  mopeity 
rights  in  an  industry. 


A  THEORY  OF  THE  RATE  OF  WAGES  603 

from  the  careful  distribution  of  establishments  within 
an  industry.  It  is  evident  that  such  economies,  if 
realized,  could  be  made  to  yield  a  substantial  surplus. 
Yet  the  proposal  is  not  convincing.  While  economic 
opinion  is  coming  to  look  less  favorably  upon  the  benefi- 
cence of  competition,  the  superior  efficiency  of  monopoly 
is  still  unproved.  The  distrust  of  the  public  for  this 
type  of  organization  is  not  likely  to  be  allayed  until  we 
devise  more  effective  agencies  of  control  than  we  now 
possess.  Finally  we  have  not  yet  reached  the  point  in 
cosmic  evolution  where  those  who  organize  monopolies 
find  their  primary  incentive  in  a  desire  to  raise  wages. 

(6)  A  proposal  advocated  more  enthusiastically  by 
those  who  wish  to  raise  wages  is  '' nationalization." 
Its  advocates  claim  not  only  that  it  will  realize  all  the 
economies  promised  by  monopoly  but  that  in  addition 
it  will  provide  a  solution  for  the  problem  of  control. 
In  spite  of  experience  with  nationalized  industries  in 
various  countries,  the  question  still  remains  a  specula- 
tive one.  Of  late  some  work  has  been  done  in  breaking 
it  up  into  specific  questions  about  changes  in  the  or- 
ganization of  an  industry.  Altho  this  work  is  very 
promising,  research  and  experience  have  not  yet  re- 
duced it  to  terms  calculable  enough  for  judgment  upon 
the  effects  upon  an  industry  of  so  sweeping  a  change  in 
the  form  of  its  organization.  When  the  change  is  made, 
it  will  cut  athwart  too  many  habits  and  usages  of  the 
business  system  to  make  the  surplus  inherent  in  it 
immediately  available. 

(c)  Of  late  a  demand  for  "worker's  control"  or  for 
"joint  control"  has  found  eicpression  in  an  increasing 
number  of  proposals.  It  has  been  suggested  that  the 
management  of  a  unified  industry  be  entrusted  to  the 
joint  control  of  representatives  of  owners  and  workers, 
of  workers  and  consumers,  or  to  the  exclusive  control 
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men  to  the  small  matters  of  their  own  concern.  The 
constant  changes  which  are  occurring  in  it  are  by- 
products of  attention  to  particular  interests  and  specific 
problems.  Of  late  the  case  for  research  organizations 
to  accumulate  'Hhe  facts"  about  the  industrial  system 
has  become  more  convincing.  But  something  more  is 
possible.  There  might  be  research  organizations  with 
competent  personnels  who  were  able  and  willing  to 
examine  proposals  for  economic  change  quite  disin- 
terestedly. They  might  by  analysis,  criticism,  the 
accumulation  of  fact,  and  interpretation,  translate 
vague  proposals  of  changes  in  economic  organization 
into  constructive  propositions.  This  they  could  do 
without  conmiitments  for  or  against  the  proposals  con- 
sidered. This  would  make  possible  valid  judgments 
upon  such  matters.  It  would  be  a  significant  step  in 
the  substitution  of  "reform  by  method"  for  "reform 
by  agitation."  The  advance  in  the  state  of  the  indus- 
trial arts  is  coming  to  rest  upon  scientific  method.  The 
"backwardness  of  the  economic  arts"  might  be  over- 
come by  a  like  attack. 

y.  The  mere  existence  of  these  potential  surpluses 
does  not  automatically  raise  wages.  That  result  is  also 
contingent  upon  the  ability  of  the  wage  earners  in  an 
occupation  or  industry  to  command  them  in  competi- 
tion with  other  groups.  Of  the  many  factors  affecting 
the  competitive  strength  or  weakness  of  the  group  of 
wage  earners  in  an  industry,  the  following  seem  to  be 
of  the  greatest  importance. 

(A)  The  factor  most  often  stressed  is  the  relative 
^scarcity  of  laborers  who  can  do  the  work  of  the  industry. 
A  rapidly  increasing  native  population,  a  large  immi- 
gration, a  reduction  of  tasks  to  routine,  an  easy  admis- 
sion to  an  occupation,  and  kindred  factors  tend  to 
defeat  wage  earners  in  their  attempts  to  appropriate 
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position  of  these  industries  in  the  economic  system 
could  be  converted  into  differential  wages  for  the  la- 
borers in  those  industries/ 

(D)  A  fourth  factor  is  the  theory  of  wages  held  by 
those  who  bargain  about  wage  rates.  The  importance 
of  this  factor  is  in  direct  proportion  to  its  general  neglect. 
If  the  representatives  of  wage  earners  in  an  industry 
believe  that  the  rate  of  wages  is  fixed  by  a  "natural 
law,"  resting  upon  some  such  ultimate  and  immutable 
terms  as  ''demand"  and  "supply,"  they  have  little 
appreciation  of  the  problem  of  raising  wages.  If  they 
conceive  of  the  productivity  of  labor,  the  ability  of 
management,  the  efficiency  of  technique,  and  the 
efficacy  of  business  organization  as  established  institu- 
tions, they  can  make  no  use  of  improvements  in  these 
institutions  in  a  program  for  raising  wages.  If  they 
assume  that  wages  can  be  raised  only  by  raising  prices, 
they  limit  themselves  to  the  use  of  a  single  device.  If 
they  comprehend  the  many  and  varied  sources  from 
which  an  increase  in  wages  may  come,  and  if  they  can 
make  skillful  use  of  devices  for  tapping  these  soiu'ces, 
they  will  be  equipped  to  formulate  a  comprehensive 
and  progressive  program  for  raising  wages.  To  repeat, 
one  of  the  most  important  terms  in  the  theory  of  wages 
is  beyond  peradventure  the  theory  of  wages  held  by 
those  who  formally  make  wage  rates. 

6.  On«  of  the  most  interestixic  quettiona  preeentad  by  the  ponribility  of  the  orsanis*- 
tion  of  all  induBtiies  ia  the  principle  of  wa^e  payment.  It  ia  entirely  poeeible  that  lap 
borers  would  be  paid,  not  in  aocordanoe  with  ability,  ezperienoe,  or  application,  but  in 
keeping  with  the  8trateg;ic  positions  of  the  industries  which  they  served.  Such  a  mtuar 
tion,  however,  would  not  be  new.  To  cite  a  sincle  example,  laborers  of  equal  native 
gifts  and  application  are  rewarded  differently  because  they  work  under  different  eco- 
nomic systems  or  choose  to  be  bom  in  different  centuries.  In  fact  such  differentials  are 
at  least  pertinent  factors  in  the  explanation  of  all  wage  rates.  For  so  Ions  as  we  talk 
vaguely  about  the  relationship  of  wages  to  ability,  skill,  and  appUealion,  but  have  no 
standards  for  testing  these  qualities  (except  wages,  which  involvea  reasoning  in  a  circle, 
and  a  very  short  one  at  that)  we  cannot  escape  the  fear  that  tha  current  wage  stnietiire 
ifl  full  of  such  differentiab.  The  problem  of  Justice  between  laborara  in  different  oceupap 
tions  and  industries  is  probably  as  far  from  solution  with  ua  aa  it  would  be  under  a 
system  in  which  all  industries  were  organised. 
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preciably  increased  by  an  elimination  from  the  laborer's 
budget  of  expenditures  whose  object  is  the  avoidance  of 
ill-being.  The  dubious  expenditures  for  curative  drugs 
and  medical  services  and  the  excess  in  the  insurance 
rate  due  to  the  hazards  of  the  occupation  are  examples 
of  such  expenditures.  The  development  of  sanitation, 
the  growth  of  preventive  medicine,  and  the  movement 
for  safety,  which  tend  to  decrease  such  expenditures, 
add  substantial  increments  to  the  laborer's  income. 

(D)  The  real  value  of  the  nominal  wage  might  be 
materially  increased  if  stability  were  given  to  its  pur- 
chasing power.  The  wants  of  the  laborer's  household 
are  regular  and  recurrent;  his  income  should  possess 
the  same  characteristics.  At  present  the  nominal  wage 
is  at  the  mercy  of  a  vacillating  system  of  prices  and  a 
capricious  imit  for  the  measurement  of  market  values. 
A  real  ''stabilized  dollar"  would  be  tantamoimt  to  a 
substantial  increase  in  wages. 

VII.  The  laborer's  wage  falls  into  two  distinct  parts. 
The  first  is  the  nominal  wage,  converted  into  a  real 
wage  through  purchases  of  commodities  and  services. 
The  second  considts  of  goods  and  services  which,  imder 
prescribed  conditions,  are  at  the  laborer's  disposal. 
There  are  two  sources  of  this  free  income,  each  of  which 
requires  passing  mention. 

{A)  One  is  the  establishment  employing  the  laborer. 
Facilities  for  recreation,  the  benefits  of  a  health  service, 
and  opportunities  for  industrial  training  are  among  the 
many  services  offered  to  an  increasing  number  of  la- 
borers by  the  concerns  employing  them.  Some  of  these 
''welfare  services"  owe  their  establishm^it  to  maiiagi&- 
ments  who  were  convinced  that  they  would  pay.  Others 
rest  upon  the  ephemeral  basis  of  attempts  to  avml 
taxes.  In  such  cases  the  value  of  the  service  was  re- 
garded as  at  least  equal  to  the  excess  in  oost  over  the 
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sources  of  the  basic  rate.  The  argument  above  has 
shown  the  conditions  under  which  a  wage  rate  in  an 
industry  can  advance.  By  implication  it  has  also  shown 
why  it  remains  at  its  present  figure.  The  factors  upon 
which  both  the  higher  and  the  lower  rates  rest  are  the 
same.  They  differ  because  of  quantitative  differences 
in  one,  a  number,  or  all  of  these  factors.^ 

(B)  It  is,  therefore,  possible  from  the  discussion 
above  to  list  the  factors  upon  which  a  rate  of  wages  de- 
pends.' The  outline  of  the  principal  factors  given  below 
can  be  elaborated  to  any  requisite  length  from  the  argu- 
ment above.  The  rate  of  wages  in  an  industry  or  oc- 
cupation is  dependent  upon  the  following  factors. 
1.  The  nominal  rate  of  wages.  This  rests  upon : 
(a)  The  position  of  the  industry  or  occupation  as 
regards  (1)  the  price  and  cost  situation;  (2)  the  state 
of  the  industrial  arts;  and  (3)  the  state  of  the  economic 
arts.  To  reduce  the  formula  to  manageable  terms  each 
of  these  must  be  broken  up.  Thus  the  state  of  the  in- 
dustrial arts  includes  the  respective  states  of  labor, 
management,  technique,  industrial  equipment,  and  the 
organization  of  the  plant.  Thus  the  state  of  the  eco- 
nomic arts  includes  such  conventions  as  the  guidance 
of  industry  by  business,  the  organization  of  an  industry 
as  a  series  of  competing  establishments,  the  placing  of 

8.  The  skeptaomlljMiiiiidad  raadar  nuiy,  for  further  iUiietr»tioii,  work  throoch  the 
problem  of  *  deerement  in  the  wage  rate.  The  lower  rate  will  be  foond  to  differ  from 
the  current  rate  beoauae  of  quantitative  differenoee  in  the  faeton  mentioned  aboT*. 
The  mathematieally^minded  reader  may,  if  he  ehooeet,  etate  the  problem  aa  why  in  in- 
dustry R  wacee  are  $M  rather  than  $M  +  N  a  week,  or  ^diat  are  the  oonditions  under 
which  waceeat  present  $M  can  be  increased  to  $M  +  N  a  week.  He  may  retard  the 
basic  rate  of  wases  as  oompoeed  of  a  seriee  of  inerwnents  and  foUow  this  up  working 
throuch  the  formula  again  and  again,  using  sunnassively  $M  and  $M  —  N  a  week, 
$M  -  N  and  $M  -  2N.  f  M  -  2N  and  $M  -  3N,  etc.  It  is  only  fair,  however,  to 
warn  the  latter  that  the  process  through  which  a  wage  rate  haa  come  to  be  what  it  ia 
cannot  accurately  be  represented  by  the  series  into  which  a  mathamatioal  entity  oan 
bebrdcen  up. 

9.  Of  course  the  disciMsion  above  haa  not  revealed  an  the  faeton.  To  topply  those 
missing  and  to  resolve  and  reresolve  those  given  into  an  their  detail  would  be  an  inter- 
minable task.  However  thoee  mentiooed  are  numsrous  and  typioal  enough  to  indicate 
the  nature  of  the  iwoblem. 
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the  labor  charge  against  the  establishment  rather  than 
a.gainst  the  industry  as  a  whole,  and  the  like. 

(b)  The  relative  ability  of  wage  earners  to  command 
income  in  competition  with  other  groups. 

2.  The  purchasing  power  of  the  wage. 

3.  The  goods  and  services  which  fall  outside  the 
nominal  wage. 

(C)  The  specific  factors  upon  which  the  rate  of  wages 
in  an  industry  or  occupation  rests  are  customs,  habits, 
practices,  institutions,  or,  if  you  please,  arrangements. 
Typical  examples  are  the  current  values  set  upon  natural 
resoiu*ces,  the  state  of  industrial  technique,  the  practice 
of  absenteeism,  and  the  institution  of  charging  wages 
up  against  a  corporation  rather  than  against  the  indus- 
try as  a  imit.  Or,  to  put  it  differently,  the  theory  here 
stated  is  institutional. 

{D)  The  wage  rate  and  the  factors  upon  which  it  rests 
are  all  variables.^  It  is  subject  to  a  constant  process  of 
increment  and  decrement.  The  increase  accrues  be- 
cause of  an  increase  in  one,  a  number,  or  all  of  these 
factors,  or  because  of  an  improvement  in  the  bargain- 
ing powers  of  laborers.  The  decrement  appears  because 
of  a  decrease  in  one,  a  mmiber,  or  all  of  these  factors, 
or  because  of  a  decline  in  the  bargaining  power  of  la- 
borers. The  making  of  the  wage  is  a  process;  it  is 
constantly  being  redetermined  in  terms  of  the  imping- 
ing factors. 

{E)  The  factors  upon  which  the  rate  of  wages  rests 
are  all  of  them  in  their  respective  degrees  subject  to 

1.  The  reaUttio  terms  of  this  formule  are  etill  to  abetrsot  thet  it  is  difficult  to  ep- 
preoiate  even  from  the  above  aooount  how  variable  they  are.  It  is  only  when  one  has 
worked  the  formula  through  in  terms  of  a  apeoifio  industry  that  he  realises  their  vari- 
ability. But  the  doubt  is  eliminated  when,  to  cite  the  siigJe  examiJe  of  the  British  eoal 
industry,  these  abetraetions  become  laborers  too  provoked  with  '*  private  enterprise** 
to  give  their  best,  managers  too  pooriy  paid  to  be  efficient  if  they  would,  inspectors  far 
too  few  in  number  for  the  task,  engines  and  cages  of  obsolete  patterns,  and  the  sprawl- 
ing organisation  of  establishments  within  the  industry. 
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human  control.    This  characteristic  is  too  important  to 
be  passed  without  a  word  of  comment. 

1.  There  are  limits  to  the  conscious  control  to  which 
each  will  respond.  The  indisposition  of  consumers  to 
pay  is  a  limit  upon  wage  increases  through  price  ad- 
vances; the  cost  of  replacement  of  equipment  retards 
the  rate  at  which  technique  develops;  and  the  faith  of 
the  public  in  competition  arrests  economies  through 
the  unification  of  an  industry.  This  is  inevitable,  since 
these  factors  mutually  impinge  upon  each  other  in  a 
developing  industrial  system. 

2.  These  factors  differ  in  the  nature  of  the  groups  to 
whose  control  they  respond.  A  single  corporation  can 
increase  the  efficiency  of  its  management;  the  de- 
velopment of  technique  can  be  controlled  by  an  or- 
ganized industry,  but  not  by  the  average  establishment 
within  it;  a  change  in  the  form  of  the  organization  of 
an  industry  involves  an  appeal  to  the  public.  A  trade 
imion  may  raise  the  nominal  rate  of  wages  in  an  indus- 
try, but  it  is  only  as  a  part  of  a  larger  consuming  public 
that  it  can  increase  the  purchasing  power  of  the  nominal 
wage. 

3.  These  factors  differ  in  the  immediacy  of  the  re- 
turns which  control  makes  possible.  The  returns  from 
an  increase  in  price  are  immediate;  those  from  a  de- 
veloping technique  slow  but  cimiulative;  those  from 
''the  liquidation  of  ownership"  more  than  a  generation 
away. 

4.  The  factors  subject  to  control  are  limited  in  num- 
ber by  the  attitudes  of  the  groups  who  can  control 
them.  Ignorance  of  the  economic  order  or  a  concep- 
tion of  it  as  part  of  the  world  of  nature  makes  intelligent 
guidance  impossible.  As  the  knowledge  of  economic 
organization  increases  and  as  the  institutions  which 
make  it  up  receive  detailed  attention,  there  will  be  an 
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increase  in  the  number  of  factors  which  those  who  are 
concerned  with  wage  rates  regard  as  subject  to  control. 

(F)  If  the  factors  upon  which  the  rate  of  wages  in  an 
industry  rests  are  institutions,  if  they  are  variables,  and 
if  they  are  subject  to  control,  there  can  be  no  '' natural 
rate  of  wages."  All  rates  of  wages  are  artificial,  tho 
all  are  not  authoritatively  determined. 

(G)  The  theory  presented  here  may  be  called  "a 
fimctional  theory''  of  the  rate  of  wages.  The  term 
means  that  the  rate  of  wages  in  an  industry  or  occupa- 
tion is  a  fimction  of  the  pecuniary,  technical,  and  eco- 
nomic factors  which  impinge  upon  it.  Since  these 
factors  vary  in  quantity  from  industry  to  industry  the 
theory  is  fimctional  rather  than  nmnerical. 

{H)  In  its  most  general  statement  this  theory  makes 
the  rate  of  wages  a  fimction  of  all  of  these  impinging 
factors.  In  this  form  it  is  too  long  and  too  complex  to 
be  used.  This  bewildering  complexity,  however,  is  lost 
when  the  use  to  which  it  is  to  be  put  is  noted.  For  any 
wage  rate  at  any  particular  time  certain  of  these  factors 
will  stand  out  as  all-important,  others  as  of  less  impor- 
tance, and  the  rest  as  of  n^ligible  accoimt.  In  this 
abridged  form  it  has  the  selected  character  of  all  causal 
explanations  of  social  phenomena.' 

(/)  This  theory  can  be  put  to  use  only  wh^i  its 
abstractions  are  converted  into  the  less  general  terms 
descriptive  of  a  particular  wage  rate.  The  factors 
enmnerated  above,  and  even  more  their  constituent 
elements,  vary  from  industry  to  industry  and  from 
occupation  to  occupation.  Factors  of  importance  in 
shaping  one  wage  rate  are  negligible  in  their  effect 
upon  another.    Factors  common  to  many  wage  rates 

2.  Eran  luoh  an  Abridgment  will  not  Mtisfy  those  who  seek  eoonomio  T«rity,  who 
know  that  a  formula  to  be  true  must  be  8imple»  and  who  orare  truth  that  oan  be  re- 
duced to  italieiied  iicinciplee.  Ite  defense  must  be  that  it  is  apedfio  and  realietie  enough 
to  be  usable. 
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differ  widely  in  their  influence  upon  these  rates.  It  is 
only  by  a  reduction  of  these  factors  to  quantitative 
terms  that  this  functional  theory  can  be  converted  into 
a  numerical  formula  explaining  a  specific  wage. 

IX.  Thus  it  is  that  a  wage  rate  in  an  industry  or 
occupation  is  determined.  Thus  it  is  that  many  wage 
rates  in  many  industries  and  occupations  are  being  re- 
made. Two  questions  remain.  One  is  the  relationship 
of  wage  rates  to  each  other.  The  other  is  the  relation- 
ship of  wages  to  other  shares  in  "distribution." 

{A)  The  relationship  of  wage  rates  in  different  in- 
dustries and  occupations  provokes  contradictory  ex- 
planations. Many  persons  mold  these  wage  rates  into 
an  orderly  and  unified  structure.  To  that  end  they 
assume  as  a  basis  of  ''the  wages  structure"  ''a  general 
rate  of  wages."  Particular  rates  paid  in  skilled  occupa- 
tions are  thereby  compoimded  from  "the  general  rate 
of  wages"  and  an  occupational  or  industrial  differential. 
Others  regard  "the  wages  structure"  as  so  sprawling 
and  conglomerate  that  explanation  can  go  no  further 
than  the  particular  rate  of  wages.  A  consideration  of 
wages  structures  in  different  coimtries  and  imder  dif- 
ferent economic  systems  give  evidence  that  wage  rates 
mutually  affect  each  other.  A  detailed  study  of  wage 
statistics  in  a  single  coimtry  makes  one  skeptical  alike 
of  a  basic  rate  and  of  well-ordered  differentials  based 
upon  it.  The  truth  is  that  there  is  a  tendency  towards 
imiformity  throughout  "the  wages  structure"  and  a 
tendency  towards  diversity.'    The  relationship  of  rates 

3.  The  trouble  lies  in  the  ftMumption,  oommon  to  both  groope.  th*t  *  "cauae**  or 
"tendency  '*  works  to  the  ezeloaion  of  its  antitheaie.  Economic  causes  and  tendencies 
are  conceived  in  absolute,  not  in  relative,  terms.  The  truth  is  that  the  economic  order 
is  filled  with  antithetical  "causes**  and  "tendencies.**  To  cite  a  single  erampln.  the 
rdationship  of  the  rates  which  make  up  **the  wages  structure**  cannot  be  explained 
without  the  aasumptions  both  of  the  mobility  and  the  immobility  oi  labor.  The  ques- 
tion of  the  extent  to  which  eadiprevaUs  is  one  for  quantttativs  determination.  Because 
of  this  relativity  of  economic  "causes,**  "tendencies,**  "foress,**  and  ndiatnots,  eeooomio 
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Some  three  of  the  more  general  of  them  will  be  specifi- 
cally mentioned. 

(a)  "Labor'*  cannot  be  reduced  to  a  fimd  of  ho- 
mogeneous units.  The  requirements  of  various  tasks 
are  manifold  and  divergent.  The  aptitudes  and  ca- 
pacities of  laborers  vary  tremendously.  Neither  the 
demands  of  positions  nor  the  abilities  of  laborers  to  fill 
them  are  capable  of  being  measured  in  terms  of  any 
common  imit.  Nor,  without  pressing  faith  into  credu- 
lity, can  we  say  that  in  the  adjustment  of  men  and  jobs 
to  each  other  these  attributes  get  properly  measured.^ 

(6)  '* Labor"  is  to  a  very  large  extent  immobile. 
Such  conventions  as  the  cost  of  opportimities  for  special 
training,  conmiitment  to  a  trade,  imwillingness  to  move, 
and  the  inchoate  organization  of  the  labor  market  pre- 
vent the  laborer  from  being  always  free  to  take  the 
better  chance. 

(c)  The  trade  imion,  through  restrictions  upon  en- 
trance to  a  craft  and  through  collective  bargaining, 
can  secure  for  its  members  differentials  which  other- 
wise they  would  not  possess.  Such  differentials  rest 
rather  upon  the  strategic  position  of  the  industry,  its 
''ability  to  pay,"  the  strength  of  the  trade  imion,  the 
quality  of  its  leadership,  and  the  skill  of  its  represen- 
tatives in  discovering  and  tapping  sources  of  wage 
increases  than  upon  a  calculation  of  the  superiority  of 
the  work  of  the  group  of  laborers  in  question  over  that 
of  imskilled  workmen. 

4.  The  UM  of  the  peoaniary  umt.  of  ooune.  bags  the  quflstkm;  f or  if  mMrket  imtinci 
of  Uboren  v»ry  with  their  eoonomie  worths,  tome  meetnre  of  eeonomin  worth  mtiet 
eziet  apart  from  market  valuation.  Eren  if  laborer*  are  perfectly  free  to  take  or  leave 
whatever  job*  they  will  and  employen  are  ae  free  to  hire  or  to  refnae  to  hire  whom  thegr 
will ,  it  does  not  follow  that  the  rating!  whieh  make  up  **the  waces  straetnre '*  eoReapood 
to  those  of  personal  eoonomie  worthe.  The  aasumptioos  of  a  epounon  denominator  of 
human  eapaeities,  of  the  laborer's  perfect  knowledge  of  himself  and  the  eoonomie  world, 
of  his  unadulterated  pecuniary  rationality,  and  of  the  instrumental  eharaeter  of  the  em- 
ployer's judgment  of  eoonomie  worth,  all  necessary  to  so  pissssnt  a  eooelusioii,  are  too 
great  a  tax  upon  economic  faith  for  that. 
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out  violence  to  the  positive  attitude  which  the  writer 
has  tried  to  maintain  throughout. 

(A)  This  inquiry  indicates  that  the  prospects  of 
raising  wages  are  very  promising.  The  rate  of  wages  is 
always  a  man-made  one;  the  factors  upon  which  it  rests 
are  subject  to  control;  the  sources  from  which  an  in- 
crease can  come  are  many  and  varied.  Most  of  these 
sources  will  }deld  immediately  only  small  amoimts  in 
comparison  with  the  total  wage  bill  for  an  industry. 
Many  of  them  together  can  be  made  to  }deld  substantial 
additions.  More  important  still,  most  of  these  sources 
promise  imder  proper  guidance  to  }deld  progressive 
additions  to  wages.  On  the  other  hand  this  inquiry 
gives  little  comfort  to  those  determined  to  effect  a  sub- 
stantial increase  in  all  wages  immediately.  It  reveals 
the  presence  of  no  coming  economic  millennium. 

(B)  The  number  of  questions  relative  to  a  wages 
issue  is  very  large.  Investigating  committees,  boards 
of  arbitration,  and  other  parties  charged  with  an  im- 
mediate determination  of  wage  rates  cannot  limit  their 
attention  to  the  mere  facts  about  the  cost  of  living, 
wages  paid  in  competitive  establishments,  and  the 
superficial  showings  of  the  balance  sheet.  They  must 
take  account  of  a  whole  range  of  facts  usually  regarded 
as  beyond  the  pale  of  wages  theory  and  thoroly  canvass 
the  potential  sources  of  an  increase  in  wages.  It  is 
even  more  necessary  for  officers  of  trade  imions,  con- 
cerned as  they  are  with  the  formulation  of  long-time 
wages  policy,  to  take  accoimt  of  the  number  and  variety 
of  the  factors  affecting  the  rate  of  wages. 

(C)  The  factors  upon  which  the  wage  rate  in  an  in- 
dustry rests  are  subject  to  very  different  "controls." 
The  trade  imion  as  an  institution  for  collective  bar- 
gaining, the  trade  imion  as  an  organization  for  the  for- 
mation of  social  policy,  the  professional  m^i  who  are 
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''experts"  in  the  industrial  and  economic  arts,  the  mass 
of  consimiers,  and  that  mythical  personality  called  ''the 
general  public/'  all  have  their  respective  spheres  of  in- 
fluence. Each  of  these  has  its  finite  control  over  a 
limited  number  of  factors,  tho  the  range  of  the  conscious 
control  of  each  is  larger  than  is  usually  supposed. 
Finally,  some  of  these  factors  and  even  more  their 
aggregate,  await  the  development  of  new  instruments 
of  control. 

iP)  In  its  demands  for  higher  wages  "organized 
labor"  cannot  be  indifferent  to  the  soiu*ces  from  which 
the  increment  comes.  On  groimds  alike  of  equity  and 
of  strategy  the  practice  of  claiming  from  the  employers 
higher  wages  and  allowing  them  to  find  the  surpluses 
where  they  will  is  to  be  condemned.  The  alternative 
of  careful  attention  to  sources  involves,  on  the  part  of 
the  representatives  of  "organized  labor,"  a  knowledge 
of  the  industry  in  its  many  ramifications,  a  careful  and 
consciously  formulated  program,  and  scrupulous  at- 
tention that  the  fimds  come  from  the  predetermined 
sources.  This  involves  an  increase  in  the  mmiber  of 
factors  in  industry  over  which  "organized  labor"  exer- 
cises some  measiu*e  of  control  and  a  larger  responsibility 
for  the  conduct  of  business  that  it  has  been  willing  to 
assume  in  the  past. 

(J^  In  attempting  to  raise  wages  "organized  labor" 
should  make  a  sparing  use  of  the  obvious  device  of  put- 
ting the  biu*den  upon  the  consumer.  In  practice  this 
device  should  be  subject  to  some  such  restrictions  as 
these. 

1.  It  may  properly  be  used  to  ridse  wages  in  an  oc- 
cupation or  industry  to  a  sum  adequate  to  a  decent 
living.  This  sanction  rests  upon  a  classification  of  "a 
decent  wage"  as  "a  necessary  cost  of  production"  and 
an  ethical  principle  (arbitriuily  assumed  if  you  will) 
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that  the  consumer  of  the  product  of  an  industry  should 
pay  the  costs  essential  to  its  production. 

2.  It  may  properly  be  used,  if  the  cost  of  living  is 
advancing,  at  least  to  the  extent  of  returning  to  the 
nominal  wage  the  purchasing  power  of  which  it  has  been 
robbed  by  an  advance  in  prices. 

3.  While  there  may  be  other  cases  in  which  its  use 
is  warranted,  as,  for  example,  to  attract  into  an  occu- 
pation men  possessed  of  an  adequate  degree  of  skill, 
these  should  be  very  few.  Every  case  of  this  type  should 
be  regarded  as  an  exception  and  should  stand  upon  a 
positive  justification. 

4.  Its  general  use  is  likely  to  defeat  its  own  object. 
A  single  imion  can  raise  wages  by  passing  along  the 
burden  to  the  consmner.  If  all  trade  imions  use  this 
device,  the  net  gains  will  be  smaller  than  the  gross 
gains,  since  the  members  of  various  imions  purchase 
each  others'  products.  The  net  gains  are  likely  to  come 
largely  from  imskilled  labor,  the  group  least  able  to 
pay.  If  all  laborers,  skilled  and  unskilled^  organize 
and  all  play  this  game,  the  net  gains  will  be  limited  to 
the  small  returns  paid  in  advanced  prices  by  consmners 
who  are  not  laborers.  In  an  industrial  society  im- 
perfectly organized  this  policy  may  be  soimd  strate- 
gically (whatever  be  its  ethical  merits)  for  a  single 
trade  union.  It  is  difficult  to  see  how  it  can  command 
the  approval  of  an  organization  purporting  to  represent 
' '  all  wage  earners. ' ' 

(F)  A  certain  source  of  wage  increases  is  to  be  foimd 
in  an  improvement  of  the  industrial  arts.  The  tech- 
nique, organization,  and  equipment  of  the  great  ma- 
jority of  plants  in  every  industry  fall  below  proper 
standards.  The  efficiency  of  labor  and  of  management 
alike  is  subject  to  improvement.  Through  the  elimina- 
tion of  wastes  surpluses  of  imappropriated  income  can 
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services  which  fall  outside  the  nominal  wage.  The  re- 
lief of  imemployment,  compensation  for  accidents,  the 
supervision  of  health,  and  educational  opportunities 
are  important  items  of  income.  Altho  the  laborer  does 
not  possess  over  them  the  direct  control  he  has  over  his 
nominal  income,  the  benefits  from  such  services  are 
lasting,  reaching  quite  literally  into  the  third  and  fourth 
generation. 

2.  It  must  be  remembered  that  there  are  only  two 
ways  to  increase  the  material  welfare  of  laborers.  One 
is  at  the  expense  of  other  groups  in  the  commimity; 
the  other  is  through  an  increase  in  the  wealth  out  of 
which  all  incomes  are  paid.  The  first  of  these  has  very 
definite  limits;  the  second  is  capable  of  gradual  ex- 
pansion. The  discovery,  conservation,  and  utilization 
of  hiunan  resources;  the  improvement  in  the  quality 
of  management;  the  development  of  technique  with  its 
increased  power  over  ''natural  resources";  the  expan- 
sion of  industrial  equipment;  and  the  perfection  of  the 
internal  organization  of  establishments  are  all  problems 
of  significance  to  wage  workers.  They  should  support 
every  measure  tending  to  an  improvement  in  the  state 
of  the  industrial  arts. 

3.  The  problem  of  finding  a  better  imit  than  the  cur- 
rent dollar  for  the  measurement  of  values  and  of  reduc- 
ing the  extremes  of  the  business  cycle  are  of  peculiar 
importance  to  laborers.  The  vacillation  in  prices  at- 
tending an  unstable  dollar  cause  a  large  part  of  the 
energies  of  "organized  labor"  to  be  spent  in  seciuing 
nominal  increases  in  wages  which  merely  preserve  their 
purchasing  power.  The  recurrent  periods  of  depression 
and  unemployment  attendant  upon  the  business  cycle 
cause  trade  imions  to  have  to  make  periodic  fights  \mder 
imfavorable  conditions  for  the  retention  of  wage  in- 
creases secured  upon  the  upward  swing  of  the  cycle. 
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stantly  be  changed  sinoe  these  factors  refuse  to  abide  in 
repose.  No  theory  of  wages  is  a  substitute  for  an  in- 
telligent attack  upon  a  specific  problem.  The  value  of 
the  theory  presented  above,  if  it  has  any,  is  in  supplying 
an  approach  which  will  enable  such  attacks  to  be  made 
more  intelligently. 

Walton  H.  Hamilton. 

AlIHXBflT  COLLBGS. 


SKILL 

SUMMARY 

Two  groups  of  investigators  of  the  relation  of  the  workers  to  their 
work,  626.  —  Both  fail  to  emphasise  certain  subtle  factors  of  shop  lore, 
627.  — Individual  makers  of  "whole  articles"  never  as  conmion  as  is 
sometimes  assumed,  627.  —  In  the  few  authentic  cases  the  woi^  was 
not  especially  inspiring,  627.  —  Nail  making,  628.  —  Pottery,  628.  — 
Current  use  of  the  words  "skilled,"  "semi-skilled,"  and  "laborers," 
631.  —  Importance  of  ability  to  prejudge  effects  of  processes,  632.  — 
Knowledge  of  qualities  and  conditions  of  materials,  632.  —  Knowledge 
of  preceding  operations,  633.  —  Ability  to  manipulate  large  pieces,  634. 
—  On  minor  jobs  there  are  many  situations  that  require  adjustments  and 
judgment,  635.  —  The  casual  onlooker  seldom  appreciates  the  skill 
required  in  apparently  simple  operations,  636.  —  Accurate  analysis  and 
description  of  operations  needed,  639.  —  Ehitrepreneurs  found  early 
craftsmen  no  more  ready  to  meet  their  problems  than  does  the  modem 
business  man,  642.  —  Problem  of  building  up  an  organization  largely 
one  of  training  workers,  643. 

A  GENERAL  article  on  the  subject  of  skill  would  have 
no  place  at  this  time  were  it  not  for  two  wholly  dif- 
ferent group  investigators,  each  group  bringing  its  find- 
ings to  bear  upon  modem  industry.  There  is,  first,  a 
group  of  careful  scholars  interested  in  seciuing  better 
occupational  descriptions.  For  the  time  being  emphasis 
is  laid  by  them  primarily  upon  the  actual  operations 
performed.  Only  after  better  specifications  are  se- 
cured for  the  work  itself  is  consideration  given  to  the 
penonal  qualities  of  the  worker,  such  as  intelligence 
and  judgment. 

The  second  group  of  students  hope,  by  going  into  in- 
dustry, to  describe  in  terms  of  first-hand  experience  the 

826 
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effect  of  shop  work  upon  the  worker.  Each  group  has 
felt  it  necessary  to  see  a  large  number  of  jobs  and  in- 
dustries under  varjdng  conditions.  Obviously,  there  is 
much  to  be  said  for  finding  out  what  has  made  for  suc- 
cess in  persons  engaged  in  particular  occupations.  The 
investigator  must  guard,  however,  against  explaining 
too  much  by  the  particular  bias  which  brings  him  to 
the  problem. 

It  is  because  both  groups  are  failing  to  emphasize 
some  of  the  more  subtle  factors  of  shop  lore  and  shop 
experience  that  I  have  attempted  to  point  out  some 
aspects  of  '* skill"  easily  overlooked. 

The  discussion  of  the  effect  of  shop  work  is  by  no 
means  new.  Since  the  time  of  Sismondi  there  has  been 
much  in  non-technical  literature  concerning  the  dis- 
appearance of  skill  in  manufacture.  The  statement  is 
made  that  the  division  of  labor  has  broken  up  occupa- 
tions until  one  can  no  longer  find  the  interest  or  skill 
possessed  by  a  workman  who  made  the  whole  finished 
article.  Still  more  frequent  is  the  statement  that  the 
skilled  trades  tend  to  deteriorate  into  a  series  of  me- 
chanical processes  any  one  of  which  can  be  learned  in 
a  short  time.  In  other  words  the  workman  is  pictured 
as  useful  merely  to  remain  on  guard  to  start  and  stop 
machines. 

Going  back  to  the  records  of  the  early  period,  with 
the  exception  of  a  handful  of  custom  trades,  some  ar- 
ticles of  ornament,  and  the  products  of  a  few  industries 
in  scattered  areas,  it  is  difficult  to  unearth  many  really 
interesting  articles  made  and  finished  wholly  by  the 
same  workman.  Even  then,  while  we  are  quoting  the 
''whole  shoe,"  (and  I  have  looked  vigorously  and  faith- 
fully for  a  range  of  similar  illustrations),  we  must  bear 
in  mind  that  all  ''whole  articles"  were  not  as  exceptional 
in  themselves  as  the  whole  shoe.     There  were  nail 
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1749.  £  «.  d. 

Jany.  27.    Hired  Jno.  Austin  for  plaoeing  white,  &c.  pr.  week  0  5  6 

Feb.    16.    Hired  Wm.  Keeling  for  handleing   0  6  0 

Feb.    20.    Hired  Wm.  Cope  for  handleing  &  vineing  cast 

ware,  for  0  7  0 

March   8.   Then  hired  Jno.  Barker  fr  ye  huvels @0  5  6 

March  24.   Hired Low  for  making  Slip 0  5  3 

March  26.   Then  hired  George  Bagnall,  for  fireing  for  this 

year,  for 0  5  3 

June   2.    Hired  a  boy  of  Ann  Blowrs  for  Treading  ye  lathe, 

perweek   0  2  0 

1751.  Then  hired  Elijah  Simpson  for  Turning,  he  is  to 

have  pr  week 0  8  0 

Jany.  11.   Then  hired  Saml.  Jackson  for  Throwing*  Sagers 

and  fireing,  pr  week 0  8  0 

Wm.  Keeling  spent  his  days  putting  handles  on 
crocks,  pitchers,  and  cups.  He  probably  worked  apart 
in  a  shed,  as  was  usual  in  his  time.  Elijah  Simpson 
worked  at  the  lathe,  which  had  been  adapted  in  his 
own  time  to  the  uses  of  pottery.  And  when  work  was 
in  the  kiln  Samuel  Jackson  had  a  keen  enough  eye  for 
proportioning  to  be  able  to  fill  out  the  time  forming  at 
the  wheel.  Josiah  himself  would  probably  have  had 
difficulty  in  getting  away  from  the  potter's  wheel  had 
it  not  been  for  the  illness  which  paralyzed  his  leg. 

Even  when  the  worker  can  plan  and  produce  the 
whole  article,  it  must  be  borne  in  mind  that  cases  of 
striking  originality  are  not  common.  We  have  sur- 
prisingly few  models  of  chairs  evolved  in  the  period  of 
cabinet  making.  The  model  of  a  Chippendale,  a  Shera- 
ton or  a  Heppelwhite  dominated  a  whole  period  and  can 
be  found  influencing  the  models  of  every  country  from 
China  to  British  Columbia.   Marshall  brings  out  clearly 

3.  Note:  Jewitt — "  A  'thrower*  it  the  man  who  form*  at  the  'poCter't  wheel'  the 
veiMl  by  hand  from  the  moiet  elay.  The  'ball'  of  day  beinc  plaoed  on  the  diee.  the  boy. 
or  girl,  employed  for  the  purpoee,  tuma  the  iHieel  quieUy  or  slowly  as  oocssion  requires. 
By  this  means  the  disc  Is  made  to  rotate  horiaontally  and  the  thrower,*  who  is  seated, 
forms  the  vessel  by  hand  and  by  the  aid  of  coides  for  shape  wiiieh  he  has  prspared  for 
the  purpoee.  The  throwint,  it  will  thus  be  seen,  is  the  first  and  most  important 
tion  in  the  forminc  of  the  —  "■'■  " 
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whether  the  worker  makes  the  whole  of  the  article  or  a 
part  of  the  article,  but  in  whether  the  work  is  such  that 
'Hhe  complete  design  can  be  gradually  evolved  as  the 
work  proceeds."  Fortunately,  for  the  producer,  most 
manufactured  articles  can  be  made  from  drawings. 
Every  detailed  measurement  of  the  article  can  be  worked 
out.  Besides  the  drawing  is  as  intelligible  to  the  me- 
chanic as  would  be  the  machine  itself.  We  must,  there- 
fore, look  for  the  problem  of  skill  where  the  product  or 
part  constructed  depends  upon  the  certainty  of  the 
methods  used  rather  than  upon  the  origination  of  the 
actual  design. 

Considering  the  gUbness  with  which  workmen  are 
pigeonholed   as    '* skilled"    '* semi-skilled"    and    '* la- 
borers" in  many  industries,  it  is  surprising  to  find  little 
definition  of  what  constitutes  skill,  or  lack  of  skill. 
Every  one  takes  it  for  granted  that  precisely  what  he 
means  is  understood  by  referring  to  a  workman  as 
possessed  of  ''skill."   We  still  rate  as  of  the  highest  skill 
those  occupations  which  existed  as  trades  before  the 
modem  factory  era.    No  doubt  some  of  the  traditional 
gradations  into  skilled  and  less  skilled  occupations 
mean  merely  that  the  past  lives  on,  despite  the  fact  that 
the  actual  conditions  which  made  the  difference 
long  since  faded  from  practice.    More  precise,  in 
particular,  is  the  language  of  the  shop.    There  is 
ing  up  a  long  list  of  classified  occupations,  more  or 
definite  in  meaning,  from  one  concern  to  another.    OUt 
terms,  too,  are  tending  to  be  modified.    In  a  time 
machine  tools  were  more  widely  made  in  eadi 
tool  maker  was  graded  as  the  highest  rank  metal 
Now  'Hool  maker"  is  coming  to  be  regarded  aa  a 
eral  term,  and  a  die  maker  describes  a 
unusual  acctutu^^,  precision,  and  fineneaa  of 
in  metal  work. 
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factors.  In  the  plating  industry,  in  cold  weather, 
trouble  is  experienced  with  most  solutions  because  of 
the  crystallization  of  the  salts.  To  the  layman  it  might 
seem  that  the  effect  of  this  variation  would  be  felt  only 
in  the  rooms  where  the  solution  was  used.  Actually  the 
slightest  variation  affects  both  machine  and  hand  bur- 
nishing, since  the  irregularity  of  hardness  makes  finish- 
ing with  a  burnishing  tool  very  di£Bcult. 

Some  operations  require  a  knowledge  of  preceding 
operations.  Even  in  the  much  discussed  automobile 
assembly  where  men  work  in  groups,  each  performing 
a  separate  operation,  an  assembling  foreman  writes: 
"If  at  any  time  one  of  the  operators  gets  into  trouble 
with  his  operations,  the  other  men  help  him  out  until 
the  trouble  has  been  killed,  thus  preventing  a  delay  to 
the  job  as  a  whole."  Thus  automobile  assemblers  know 
something  of  each  other's  jobs.  One  wonders  whether 
the  change  in  machine  assembly  has  been  as  marked  in 
the  direction  of  less  interest  in  work  as  it  has  been  in  the 
direction  of  less  annoyance.  "Before  his  (Maudsley's) 
time  no  system  had  been  followed  in  proportioning  the 
number  of  threads  of  screws  to  their  diameter.  Every 
bolt  and  nut  was  thus  a  specialty  in  itself,  and  neither 
possessed  nor  admitted  of  any  community  with  its 
neighbors.  To  such  an  extent  had  this  practice  been 
carried  that  all  bolts  and  their  corresponding  nuts  had 
to  be  specially  marked  as  belonging  to  each  other.  Any 
intermixture  that  occurred  between  them  led  to  end- 
less trouble  and  expense,  as  well  as  inefficiency  and  con- 
fusion, especially  when  parts  of  complex  machines  had 
to  be  taken  to  pieces  for  repairs.  None  but  those  who 
lived  in  the  comparatively  early  days  of  machine  manu- 
facture can  form  an  adequate  idea  of  the  annoyance, 
delay  and  cost  of  this  utter  want  of  system,  or  can 
appreciate  the  vast  services  rendered  to  mechanical 
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worker  in  a  class  by  himself.  In  the  making  of  porcelain 
vases  in  Japan  Toichi  outranks  others.  He  was  con- 
sidered an  exceptionally  skillful  workman.  He  was 
said  to  be  the  only  potter  who  could  fashion  the  largest 
vases  without  the  help  of  machinery.  The  Westing- 
house  Company  regards  work  done  on  a  large  product 
as  of  higher  grade  than  similar  work  on  small  parts. 
Thus  men  on  engine  lathes  fall  into  different  classes 
according  to  the  product  worked  upon.  This  is  a  rec- 
ognition of  the  value  of  the  product  which  may  be 
impaired  by  lack  of  care.  The  same  consideration, 
accompanied  by  some  customary  recognition  of  prestige, 
accounts  for  pajdng  a  higher  rate  for  seaming  on  high- 
grade  blouses  than  for  the  same  work  on  low-grade 
blouses.  An  interesting  case  of  the  recognition  of  the 
value  of  the  product  impaired  occurs  in  the  super- 
visory force  of  mechanical  dental  laboratories.  *'The 
head  of  the  plaster  bench  earns  less  than  a  supervising 
rubber  worker,  and  the  latter  earns  less  than  the  head 
of  the  gold  workers."  • 

Is  it  necessary  to  continue  this  list,  adding  work 
where  special  manual  deftness  is  important  or  to  cite 
the  much  longer  list  of  small  work  where  extreme  ac- 
curacy is  required?  The  elements  already  considered 
are  not  intended  to  be  exhaustive.  In  fact,  the  listing  is 
undertaken  mainly  to  show  that  on  apparently  simple 
jobs  there  are  many  situations  to  meet  involving  ad- 
justments and  judgments.  On  minor  operations  more 
"skill"  is  required  than  is  currently  assumed.  Any 
plant  can  initiate  a  certain  niunber  of  novices  on  many 
of  its  operations.  There  is,  however,  a  limit  to  the 
number  who  can  be  initiated  at  any  one  time.  A  room 
full  of  operatives  of  so-called  automatic  machines  with- 
out a  generous  sprinkling  of  older  operatives  would  be 

0.  Ruth  Woodruff,  '*Tb«  Dental  L«bontoiy,  M«ehuiioal  Work  and  THoninc." 
Unpubliahed  report. 
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The  tendency  of  a  man  who  knows  the  work  is  to 
upgrade  apparently  simple  tasks.  Nasmyth  recognized 
the  demands  made  upon  workmen  in  moving  machinery. 
His  commendation  would  be  echoed  by  every  shopman 
who  has  had  to  supervise  such  work.  He  says:  ''The 
village  of  Worsley,  the  headquarters  of  the  Bridgewater 
Canal,  supplied  us  with  a  valuable  set  of  workmen. 
They  were,  in  the  first  place,  laborers;  but  like  all 
Lancashire  men,  they  were  naturally  possessed  of  a 
quick  aptitude  for  mechanical  occupations  connected 
with  machinery.  Our  chief  employment  of  these  so- 
called  laborers  was  in  transporting  heavy  casting  and 
parts  of  machinery  from  one  place  to  another.  To  do 
this  properly  required  great  care  and  judgment,  in 
order  that  the  parts  might  not  be  disturbed,  and  that 
the  workmen  might  proceed  towards  their  completion 
without  any  unnecessary  delay.  None  but  those  who 
have  had  practical  acquaintance  with  the  importance 
of  having  skillful  laborers  to  perform  these  apparently 
humble  but  in  reality  very  important  functions,  can 
form  an  adequate  idea  of  the  value  of  such  services."  ^ 

Going  to  the  shop  for  a  short  time  one  can  easily 
overlook  factors  which  would  become  important  in  a 
longer  experience.  Frequently  a  machine  process  can 
be  learned  in  a  short  time.  To  an  onlooker  the  running 
of  the  machines  constitutes  the  job  but  an  expert  would 
take  that  for  granted  and  be  interested  in  some  of  the 
situations  where  it  is  possible  to  show  the  acquisition 
of  fairly  accurate  judgment.  Some  of  these  factors  be- 
come apparent  whenever  one  attempts  to  actually  find 
trade  tests  which  will  differentiate  expert  workmen  from 
others  less  capable.  Frequently  the  test  really  appears 
to  be  outside  the  actual  job.  For  instance,  the  best 
inside  lineman's  test  in  the  army  —  that  which  really 

1.  Jftmw  NMinyth.  An  AutoUosraphy,  edHad  bj  Smilflt.  pp.  316, 317. 
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period  should  be  appreciated.  I  have  no  desire  to 
underrate  the  accomplishments  of  early  production. 
Even  then,  however,  every  workman  was  not  a  "best" 
workman.  We  hear  much  in  these  days  of  the  workmen 
who  cannot  make  their  own  ''set  up."  Does  any  one 
think  that  every  weaver  in  the  household  period  was 
able  to  set  up  her  own  web  in  the  loom?  If  so,  he  has 
read  his  history  badly.  Gaps  in  "skill"  were  filled  in 
by  the  spirit  of  neighborliness  and  a  half  dozen  looms 
in  a  half  dozen  cottages  waited  for  the  visit  of  a  specially 
intelligent  neighbor  to  help  pick  up  the  puzzling  threads 
that  arranged  the  pattern  in  the  hedles.  The  same 
spirit  of  neighborliness,  now,  prompts  workers  to  keep 
an  eye  on  the  new  comer.  A  hint  here,  and  an  explana- 
tion there,  helps  tide  over  a  learning  period  which  is 
difficult  for  both  worker  and  foreman. 

This  brings  us  to  the  phase  of  shop  work  least  ap- 
preciated. It  is  comparatively  easy  to  learn  to  operate 
a  machine.  Much  more  subtle  is  the  knowledge  and 
control  of  the  materials  of  trade.  While  we  have  really 
made  headway  in  the  standardization  of  certain  proc- 
esses, much  remains  for  research  in  the  field  of  raw 
materials.  Still  more  detailed  should  be  the  study  of  the 
control  of  these  materials  at  different  stages  of  manu- 
facture. There  is  here  a  real  problem  which  should 
conmiand  the  best  thought  of  the  many  students  who 
are  now  fooling  themselves  into  thinking  that  they  are 
passing  as  real  workers  in  industry.  To  contribute  any- 
thing valuable  one  would  have  to  stay  in  an  industry 
long  enough  to  experience  some  of  the  later  stages  in 
learning,  instead  of  the  first  thrills  of  a  new  environ- 
ment. It  would  be  a  measurable  contribution  if  we 
could  get  some  really  thoro  first-hand  observing  by 
persons  capable  of  describing  problems  as  well  as 
the  routine  of  processes.    One  who  has  come  from  the 
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"place  the  box  in  the  centre  of  the  glued  paper."  In 
fact  the  forceful  language  of  Giddings,  in  another  con- 
nection, is  not  out  of  place  here.  ''The  laborers  that 
have  no  adaptiveness,  that  bring  no  new  ideas  to  their 
work,  that  have  no  suspicion  of  the  next  best  thing  to 
turn  to  in  an  emergency,  might  better  be  identified  with 
the  dependent  classes  than  with  the  wealth  creators."  * 
It  is  strange  to  find  persons  who  go  to  industry  with  an 
honest  intention  of  understanding  the  worker,  actually 
describing  the  shop  with  about  as  much  comprehension 
of  what  is  involved  in  production  processes  as  the  sum- 
mer boarder  carries  away  with  regard  to  the  problems 
of  the  farmer. 

Modem  industry  involves  a  care  and  experience 
in  the  detail  of  processes  very  likely  to  be  taken  for 
granted.  Often  one  can  cite  a  key  process,  variation 
in  which  affects  all  others.  Whole  volumes  could  be 
written  on  the  effect  of  the  variations  in  the  calender- 
ing process;  or  better  still,  on  the  different  way  in 
which  these  variations  affect  every  worker  in  the  whole 
series  of  rubber-finishing  processes.  In  the  metal  in- 
dustry, despite  the  great  assistance  of  chemists,  it 
would  be  impossible  to  secure  steel  so  uniform  in  con- 
tent and  so  even  in  hardness  that  there  would  not  be 
at  some  point  daily  variations  that  would  affect  grind- 
ing and  machining  throughout  the  shop. 

Further,  if  one  considers  the  delicacy  of  adjustment 
of  many  machines  doing  minor  processes  there  is  too 
little  outright  admission  of  the  importance  of  machine 
operations.  Again  when  one  recalls  that  we  are  work- 
ing to  much  more  precision  of  measurement  than  ever 
before,  the  wonder  is  that,  despite  the  pasong  of  the  all- 
round  man,  so  little  is  said  of  the  amount  of  ''skill," 
perhaps  developed  in  a  different  way,  which  remains  in 

4.  FraikkliB  H.  Giddiags,  SiodlM  in  th«  Th«ory  of  HnmaB  Soektgr.  N.  Y.,  1082, 
p.  387. 
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strive  to  train  up  hands  to  suit  oiu*  purpose.  Where, 
among  our  potters,  could  I  get  a  complete  vase  maker? 
Nay  I  could  not  get  a  hand  through  the  whole  pottery 
to  make  a  table-plate  without  training  him  up  for  that 
purpose;  and  you  must  be  content  to  train  up  such 
painters  as  offer,  and  not  turn  them  adrift  because  they 
cannot  immediately  form  their  hands  to  oiu*  new  style, 
which,  if  we  consider  what  they  have  been  doing  all 
their  life,  we  ought  not  to  expect  from  them."  * 

This  problem  of  building  up  an  organization  was 
recognized  long  ago  by  manufactiu'ers.  In  1825,  John 
Martineau,  testifying  before  the  Committee  of  the 
British  House  of  Conmions,  said,  'Hhere  would  be  less 
difiSculty  in  increasing  an  establishment  already  exist- 
ing than  there  would  be  in  the  formation  of  a  new  con- 
cern; in  my  case  I  should  draft  off  some  of  my  superior 
workmen  to  the  new  establishment  and  fill  vacancies 
with  new  men."  •  Altho  modem  industry  is  far  more 
concerned  with  the  building  of  a  smooth  working  or- 
ganization than  were  the  early  enterprisers,  among 
employers  only  slowly  has  there  grown  up  the  impres- 
sion that  it  takes  years  to  build  up  an  industrial  or- 
ganization. Even  now,  no  one  specifies,  what  are  the 
mysterioxis  factors  in  the  building.  As  already  stated, 
each  decade  has  seen  changes  in  the  factors  most  prized 
in  a  journeyman.  The  work  of  Bentley,  Watt,  Brunei, 
and  Maudsley  trained  up  a  new  group  of  mechanics, 
supplied  with  better  tools  and  fitted  for  more  accurate 
work  than  could  be  procured  through  the  old  white- 
smiths and  blacksmiths.  By  the  time  of  Clement 
ability  to  draw  was  the  hiring  passport.  We  have  still 
further  specialized  draftsmanship. 

While  this  evolution  in  skill  has  gone  on  in  our  shops 

0.  SMBuel  8mil«t.  Jodah  Wadcwood,  p.  167. 

6.  BritMh  PteUMMiitonr  FlN^m,  1840.  vol.  34.  p.  80. 
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and  importance  of  the  task  which  he  performs.  Tech- 
nically we  need  specifications  that  take  count  of  the 
variations  in  processes.  We  need  specifications  that 
picture  the  man  in  the  organization,  not  on  a  desert 
island  of  perpetual  motion. 

A  new  conception  of  skill  involves  recognition  of  the 
continuously  varying  factors  in  the  modem  industrial 
relations  problem  —  factors  the  evaluation  of  which  will 
require  the  bringing  together  of  the  findings  of  science 
in  many  fields  of  study. 

Anna  Bezanson. 

Univebbitt  of  Pennbtltania. 


THE  INTENSITY  OF  CULTIVATION 

SUMMARY 

Question  of  intensity  of  culture  an  old  one;  never  purely  objective, 
646.  —  Ability  of  the  entrepreneur  the  limiting  factor,  647. — Tlie 
problem  of  intensity  of  culture  stated  in  one  of  three  wa3rB:  entie- 
preneurship  fixed,  land  fixed,  capital  fixed,  648.  —  An  experiment  may 
be  made  with  something  less  than  the  whole  amount  of  land  or  capital, 
653.  —  An  illustration  of  the  difficulties  of  the  trial  method,  654.  — 
Income  will  be  alike  for  all  at  the  margin,  657.  —  Intensity  varied 
within  a  given  year,  657.  —  Social  aspect  of  intensity  of  culture,  658. 
— Effect  of  change  of  price  of  product  or  intensity  of  culture,  659.  — 
Pasrment  of  rent  induces  intensity  of  culture,  661.  — Effect  of  changes 
in  wages  or  capital  cost  on  intensity  of  culture,  662.  —  Intensity  will 
vary  inversely  with  these  costs,  662. 

The  question  of  intensity  of  cultivation  is  as  old  as 
economics,  yet  it  forever  keeps  coining  up  for  more 
definite  statement,  or  for  a  statement  showing  how  the 
proper  degree  of  intensity  is  visualized  and  approached. 
The  most  usual  way  out  of  the  difficulty  is  to  assume 
the  most  advantageous  combination  of  land,  labor  and 
capital,  and  let  it  go  at  that.  No  doubt  there  always 
is  a  best  combination,  just  as  there  is  a  best  mixture  of 
paints  for  the  best  effect,  and  this  truism  may  easily 
recall  the  famous  reply  of  Whistler  that  he  always 
mixed  his  paints  with  brains.  It  is  exactly  this  require- 
ment that  makes  the  formula  so  difficult  for  intensity 
of  culture.  The  problem  is  never  purdy  objective.  It 
is  not  as  simple  as  making  the  proper  combination  of 
air  and  gasoline  in  a  mixture  for  power,  since  it  makes 
no  difference  who  adjusts  the  carburetor  so  long  as  it 
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is  properly  adjusted,  the  results  are  the  best  obtainable. 
On  the  contrary,  in  the  combination  of  land  labor  and 
capital  for  producing  the  best  results  the  personality  of 
the  man  making  the  combination  makes  all  the  differ- 
ence imaginable  in  the  results.  A  gasoline  engine  in  the 
hands  of  a  novice  may  do  substantially  all  it  is  capable 
of  doing  tho  planned,  adjusted,  and  repaired  by  parties 
not  inunediately  concerned  with  its  work.  A  farm  can 
hardly  be  so  standardized  and  managed.  The  work  of 
liie  entrepreneur  in  agriculture  is  bound  up  in  the  opera- 
tions almost  as  though  he  were  a  vital  part  of  an  organ- 
ism; he  must  be  the  active,  indeed,  the  indispensable 
agent. 

Whether  or  not  the  return  to  the  entreprenem*  is 
viewed  as  a  part  of  the  larger  category  of  wages,  it 
must  be  recognized  that  the  limiting  factor  par  excel- 
lence is  the  ability  of  the  entreprenetu*.  It  makes  no 
difference  whether  the  limits  are  foimd  in  the  unwill- 
ingness of  the  entrepreneur  to  imdergo  greater  strain; 
whether  he  reaches  the  point  of  losing  money;  or 
whether  he  prefers  a  certain  measure  of  enjoyment  in 
place  of  further  work.  Any  one  of  these  conditions 
means  that  he  is  not  in  a  position  or  attitude  for  further 
expansion.  In  other  words,  the  point  of  diminishing 
retiums  has  been  reached  and  the  income  of  each  individ*- 
ual  is  thereby  circmnscribed ;  likewise  social  income  is, 
because  of  this  fact,  held  within  certain  positive  boimds. 
The  proper  proportioning  of  the  factors  of  production, 
which  is  the  means  of  arriving  at  the  proper  degree  of 
intensity  of  culture,  involves  four  variables.  Since  no 
problem  can  be  discussed  with  foiu*  variables  it  is 
necessary  to  assume  metes  and  bounds  for  all  but  one 
at  any  given  time.  For  convenience  the  ability  of  the 
entrepreneiu',  which  no  doubt  is  more  or  less  elastic, 
may  be  taken  as  fixed.    It  is  by  all  means  the  most 
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Concerning  the  first  point  of  view,  it  may  very  safely 
be  stated  that  entrepreneiu^hip  is  the  most  definitely 
limited  of  any  factor  involved.  At  the  same  time  it  is 
the  one  which  is  without  visible  proportions  or  tangible 
measurement.  Were  it  not,  however,  just  as  g^Quinely 
limited  as  land  or  capital  we  should  have  numerous 
bonanza  farms.  In  fact,  so  far  as  a  given  individual  is 
concerned  the  most  important  of  the  limiting  factors  is 
that  of  his  own  managing  ability.  Were  it  not  for  this 
he  could  manage  the  agriculture  of  a  township,  a  county, 
or  a  state. 

But  it  may  be  objected  that  this  is  not  the  issue. 
Entrepreneiu^p  may  set  the  bounds  of  size  of  busi- 
ness, but  not  enter  into  the  question  of  proportions  of 
factors  used.  This  at  once  raises  the  question  as  to  how 
such  an  assumption  can  be  made  in  view  of  the  neces- 
sity of  working  out,  on  the  part  of  each  entrepeneiu*, 
the  proportions  which  for  him  are  best.  How  this  can 
be  done  without  using  both  land  and  capital,  varjring 
each  alternately,  then  simultaneously  is,  to  put  it  mildly, 
not  obvious.  Could  the  farmer,  for  example,  determine 
by  any  possibility  that  he  could  do  best  with  any  partic- 
ular amount  of  capital  before  discovering  the  amount 
of  land  with  which  to  combine  it,  the  problem  would  be 
simple  both  theoretically  and  practically.  Since  there 
appears  to  be  no  means  by  which  this  measurement  of 
entrepreneurship  can  be  made  in  advance  of  an  experi- 
ment involving  all  factors,  it  will  be  as  well  to  consider 
the  second  and  third  points  of  view  before  imdertaking 
to  say  the  final  word,  or  even  to  draw  any  conclusions 
respecting  the  first  coimt. 

Land  may  be  viewed  as  fixed.  Very  properly  it  may 
be  objected  that  in  a  theoretical  case  land  is  never  fixed, 
but  may  be  varied  in  either  direction,  more  or  less. 
Even  so,  land  is  fixed  in  quantity  for  the  majority  of 
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serious  trial  the  land  must  be  fixed  for  the  time,  no 
matter  how  many  times  it  be  varied  for  subsequent 
trials.  Th\i8  land  may  be  viewed  as  fixed,  and  in  every 
trial  the  capital  applied  until  the  last  increment  just 
pays  its  cost.  For  a  vast  number  of  farmers  the  land 
is  very  firmly  fixed  in  amoimt  for  years  or  for  life.  For 
the  adaptable  man  it  is  fixed  at  different  amoimts  imtil 
the  most  favorable  acreage  is  discovered. 

Capital  may  be  viewed  as  fixed.  No  doubt  this  is 
the  most  elastic,  and  possibly  the  most  satisfactory, 
supposition.  It  is  not  forgotten  that  the  real  limita- 
tion is  managing  ability,  but  the  best  measure  of  this 
ability  is  the  capital  which  can  be  advantageously 
handled.  To  assume  that  capital  really  is  fixed  by  cir- 
cumstances and  not  ability  is  as  crude  reasoning  as  to 
assume  land  fixed.  The  able  entrepreneur  uses  capital 
which  he  happens  to  have,  or  which  he  can  borrow, 
or  disposes  of  a  surplus,  exactly  as  is  done  in  the  case 
of  quantities  of  land.  He  finds  the  amount  which  will 
yield  him  the  largest  income  by  taxing  his  entrepreneur- 
ship  to  the  limit,  by  which  process  he  comes,  like  every- 
one else,  to  the  margin  of  his  powers.  He  may,  as  a 
supermarginal  farmer,  be  able  to  make  his  capital  earn 
something  well  above  average  commercial  returns.  For 
instance,  his  curve  of  returns  on  his  thousand  dollar 
units  may  at  its  highest  point  rise  well  above  that  of 
his  competitors.  There  is  no  reason  why  he  might  not 
stop  his  investments  at  a  point  where  he  was  making, 
say  20  per  cent.  No  reason  except  that  he  could  make 
a  larger  absolute,  not  percentage,  income  by  increasing 
his  investments  imtil  the  last  increment  just  paid  its 
cost,  whereas  it  was  assumed  that  in  order  to  get  tiie 
highest  average  a  lesser  amount  was  invested,  and  a 
return  above  the  commercial  rate  secured  from  the  last 
dollar. 
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interests,  apply  land  to  it  until  the  last  increment  just 
pays  for  itself.  If  the  land  bears  a  rent  it  will  mean 
that  the  retiims  cover  the  expense  of  operation  and  the 
rent  charge.  If  the  land  is  free  it  will  mean  that  the 
returns  just  cover  the  outlay  for  operation.  No  matter 
how  stated,  it  amounts  to  the  addition  of  land  so  long 
as  there  is  a  margin  above  cost  and  no  longer. 

Managing  ability  may  be  looked  upon  as  fixed  and 
land  and  capital  both  as  variables.  This  is  nothing 
different  from  the  above  discussion,  but  it  is  the  real 
situation  confronting  the  real  entrepreneur.  Should 
he  attempt  to  add  increments  of  land  and  capital  he 
may  do  so  by  assuming  the  solution  of  the  question  at 
issue  —  the  proportions.  If  he  add  units  of  first  one  and 
then  the  other  he  will  show  himself  very  hmnan  and 
adaptable,  and  will  stand  some  chance  of  approaching 
the  goal  eventually.  Each  factor  will  be  fixed  for  a 
time,  but  it  will  not  remain  fixed  until  the  proper  pro- 
portions have  been  found. 

As  a  means  of  arriving  at  Hie  optimum  apportion- 
ment it  may  be  interesting  to  attempt  the  experiment 
with  something  less  than  the  whole,  or  fixed,  amounts 
of  either  capital  or  land.  That  is  to  say,  a  trial,  or 
laboratory  experiment  may  be  run  in  order  to  arrive 
at  the  correct  proportions,  on  the  basis  of  which  the 
size  of  the  business  will  be  determined. 

The  question  may  very  properly  be  raised  as  to  the 
logic  of  these  standpoints.  For  example,  does  the 
limitation  of  the  entrepreneur's  ability  enter  as  a 
C(K^deration  into  the  question  of  the  proportions  of 
land  and  capital  which  are  found  best?  It  may  be  con- 
tended that  whatever  the  optimum  proportion  as  be- 
tween land  and  capital  no  changes  will,  in  this  relation- 
ship, be  contingent  upon  the  ability  of  the  entrepreneur 
to  handle  more  or  fewer  units.    However,  it  is  a  mattet 
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at  once.  It  is  hard  to  find  the  right  combmation  on  the 
small  area  as  a  gauge  for  use  on  the  larger  area,  or  for 
that  matter,  since  the  experimental  operations  might 
just  as  well  be  on  a  large  scale,  it  would  be  hard  to  ad- 
just the  duties  of  the  entrepreneur  so  as  to  know  how 
much  less  to  operate,  or  how  to  operate  it. 

The  above  generalizations  can  be  illustrated.  Sup- 
pose a  farmer  wishes  to  determine  the  optimum  com- 
bination with  respect  to  the  cultivation  of  com.  He 
tries  a  ten-acre  field  and  by  the  correct  combination  of 
check  plots  finds  it  more  profitable  to  plow  seven  inches 
deep,  harrow  four  times,  plant  in  drills  instead  of  hills, 
cultivate  three  times  instead  of  four  times,  and  do  one 
day's  hand  weeding  per  acre.  Can  he  apply  this  to 
the  area  he  thinks  it  best  to  attempt?  It  may  easily 
happen  that  he  plans  to  grow  eighty  acres  of  corn. 
The  number  of  operations  of  each  kind  performed  may 
be  done  on  the  larger  field  the  same  as  on  the  smaller 
one.  The  plowing  and  harrowing  may  occasion  no 
difficulty,  but  the  chances  are  that  it  will  be  relatively 
harder  to  plow  at  the  rather  unusual  depth,  and  to 
harrow  at  advantageous  times.  Of  coiunae,  it  may  be 
shown  theoretically  that  the  larger  fields  are  logical 
multiples  of  the  smaller  and  that  the  work  could  be 
done  in  the  same  manner.  In  all  probability  this  can- 
not be  carried  out.  For  instance,  the  small  com  field 
was  drilled,  cultivated  three  times,  and  one  day's  hand 
labor  used  per  acre.  The  larger  field  should  be  handled 
in  the  same  manner,  but  the  chances  are  that  it  will  not 
be  so  handled.  The  weather  will  be  more  of  a  factor 
when  the  experiment  assumes  larger  proportions.  So 
will  such  matters  as  hiring  the  requisite  quality  and 
number  of  laborers.  Should  the  farmer  find  that  a 
given  amount  of  labor  and  equipment  could  be  used 
advantageously  on  twenty  acres,  and  in  that  connec- 
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deficit  is  not  made  up  out  of  wages.  But  all,  from  the 
best  to  the  poorest,  will  not  escape  the  necessity,  and 
the  privilege,  of  investing  until  the  last  increment 
brings  in  no  added  returns  above  the  cost,  and  at  these 
margins  all  men  are  equal.  Of  proportions  there  may 
be  no  two  alike.  Of  average  incomes  no  two  alike.  But 
for  each  there  will  be  a  best  proportion  and  he  will  find 
it  by  using  all  of  his  ability  as  an  entrepreneur,  and 
alternately  fixing  capital  and  land,  proceed  imtil  neither 
separately  nor  jointly  can  his  income  be  augmented  by 
further  additions.  Each  has  balanced  at  th^  margin 
where  cost  and  income  are  equal. 

The  discussion  thus  far  has  assumed  the  point  of 
view  of  a  business  project^  for  at  least  a  year  in  ad- 
vance. During  each  year  the  problem  is  boimd  to  as- 
sume different  aspects.  After  every  plan  has  been  made 
as  carefully  as  possible  and  the  season  has  advanced  to 
the  point  where  acreages  cannot  profitably  be  changed 
there  will  be  constant  opportunities  to  invest  more, 
or  less,  capital  on  a  given  project  than  was  contem- 
plated. The  aggregate  amount  of  capital  used  may  be 
rigidly  limited  to  a  sum  previously  known.  It  may  be 
all  that  is  obtainable,  but  the  chances  are  that  no  such 
definite  boimds  are  set.  Capital  is  usually  obtainable 
with  greater  or  less  ease  depending  on  the  amount 
wanted.  A  certain  amount  is  in  the  possession  of  the 
entrepreneiu*.  Another  amount  is  to  be  had  at  com- 
mercial rates  with  no  trouble  involved.  Still  more  can 
usually  be  had  at  greater  cost  in  both  trouble  and  in- 
terest rate.  The  law  of  increasing  cost  operates  as 
truly  in  the  work  of  getting  the  use  of  capital  which  one 
does  not  own  as  in  the  creation  of  more  capital  in  the 
form  of  goods.  Thus  far  shalt  thou  go  and  no  farther 
in  the  possession  of  capital  involves  the  cost  of  the  suc- 
,  cessive  acquisitions.    Thus  the  amoiint  required  for  a 
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Effect  of  Change  of  Price  of  Produce  on 
Intensity  of  Cultivation 

Every  now  and  then  a  situation  such  as  that  occurring 
in  the  spring  of  1917  confronts  the  farmer.  The  prices 
of  what  he  had  to  sell  rose  rapidly  while  the  costs  of 
production  remained  relatively  constant.  likewise,  the 
rent  of  land  remained  about  at  the  old  level.  What 
effect  does  such  a  situation  have  on  the  farmer  who  is 
always  trying  to  adjust  his  land  and  capital  in  such  a 
way  as  to  get  the  most  out  of  it  for  himself?  Before 
attempting  to  answer  the  question  it  may  be  well  to 
note  the  fact  that  the  case  is  a  temporary  one,  the  in- 
evitable tendency  being  always  to  return  to  the  original 
proportions.  However,  the  abnormal  condition  may 
last  for  a  few  years,  and  the  tendency  to  return  to  the 
former  balance  may  never  be  more  than  partially 
realized.  That  is  to  say,  the  abnormal  situation  may 
persist  until  it  becomes  a  new  normal.  At  all  events, 
it  is  perfectly  clear  that  disturbances  such  as  the  one 
noted  above  are  constantly  occurring  in  varying  de- 
grees. This  one  was  extreme.  The  readjustmentis  to 
meet  such  conditions  may  be  so  slight  as  to  escape 
observation  nine  times  out  of  ten ;  the  tenth  time  they 
are  likely  to  be  conspicuous. 

For  convenience  of  presentation  we  will  do  a  little 
violence  to  the  facts  as  they  confronted  the  fanner  in 
1917  and  assume  that  prices  of  farm  produce  doubled 
while  costs  of  labor  and  capital  remained  constant,  rent 
also  remaining  constant.  What  was  the  best  move  for 
the  farmer  to  make  regarding  the  proportions  of  capital 
(including  labor)  and  land  used  in  his  enterprise? 
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The  following  table  will  be  useful  in  deciding  the 
matter: 


Ezpenset  per  aor« 

Value  of  erop 
per  more 

Rent  per  aere 

Retoma  per  doOar 
of  enwnae 

$6.00 

$11.00 

$5.00 

$1.00 

10.00 

15.10 

5.00 

1.01 

15.00 

20.30 

5.00 

1,02 

17.50 

22.67 

5.00 

1.01 

Doubling  the  value  of  the  produce  the  table  becomes: 

Ezpenset  per  »ore 

Value  of  erop 
per  acre 

Rent  per  aore 

Retuma  per  dollar 
of  ezpenae 

$6.00 

$22.00 

$5.00 

StM 

10.00 

30.20 

5.00 

2.52 

15.00 

40.60 

5.00 

2.38 

17.50 

45.34 

5.00 

2.31 

Thus  the  optimum  expenditure  per  acre  has  changed 
from  $15  to  $6.  As  a  result  a  farmer  with  a  capital  of 
$3000  to  use  will  require  500  acres  of  land  instead  of 
200,  assuming  the  latter  to  be  the  most  favorable 
amount  before  the  change  in  price. 

One  more  hjrpothesis  may  be  of  interest.  Suppose 
the  price  of  produce  had  fallen  50  per  cent,  other  things 
remaining  the  same.    The  table  would  then  appear: 


Ezpensea  per  acre 

Value  of  erop 

Rent  per  aore 

per  aore 

of  expenae 

$6.00 

$5.50 

$5.00 

$.063 

10.00 

7.55 

5.00 

.255 

15.00 

10.15 

5.00 

.344 

17.50 

11.335 

5.00 

.set 

As  was  to  be  expected,  the  proportion  most  favorable 
is  now  $17.50  per  acre,  a  more  intensive  cultivation  than 
the  optimum  in  the  first  instance. 

It  may  be  objected  that  the  above  illustrations  are 
based  on  a  particular  set  of  figures  and  that  some  other 
set  might  fail  to  show  a  similar  result.  This  criticism 
is  always  in  point  when  a  generalization  is  attempted 
on  the  basis  of  an  arbitrary  instance.    However,  it  is 
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not  necessary  to  rely  on  any  particular  table.  It  may 
be  assumed  that  the  proposition  has  been  proved,  not 
here  but  by  reasoning  generally  accepted,  that  free  land 
will  be  farmed  less  intensively  than  land  conmianding 
a  rent.  From  this  accepted  proposition  it  may  be 
reasoned  that  the  tables  submitted  above  are  of  neces- 
sity correct  —  and  that  any  change  in  figures  while  pos- 
sibly concealing  the  truth  cannot  disprove  the  principle. 
The  deductions  would  be  somewhat  as  follows:  the 
payment  of  rent  compels  greater  intensity  of  cultiu^. 
Hence,  the  intensity  will  increase  though  not  necessarily 
in  the  same  proportion  as  the  increases  in  rent.  Ck)n- 
versely  if  rent  decreases,  the  intensity  will  decrease. 
Now  an  increase  in  the  value  of  the  product,  with  no 
other  change  occurring,  is  equivalent  to  a  decrease  in 
rent  since  a  smaUer  portion  of  the  gross  yield  is  required 
to  pay  the  rent  than  was  required  before  the  change  in 
price.  To  decrease  the  quantity  of  produce  needed  for 
rent  payment  means  a  movement  in  the  direction  of 
free  land  and,  therefore,  a  movement  toward  a  more 
extensive  culture.  Should  the  price  become  extremely 
high  the  rent  would  become  relatively  reduced,  even 
extremely  low,  and  hence  would  lose  most  of  its  influence 
in  the  direction  of  intensive  culture,  the  optimum  de- 
gree of  intensity  decreasing  with  every  rise  in  the  price 
of  produce,  and  conversely  increasing  with  every  fall 
in  such  prices. 

The  above  discussion  has  been  made  as  tho  neither 
capital  nor  land  were  fixed  in  amount  and  the  propor- 
tion only  were  the  issue.  The  objection  to  this  view 
has  been  discussed  in  the  first  part  of  this  article,  and 
hinges  on  the  difiSculty  involved  in  apportioning  the 
attention  of  the  entrepreneur  to  a  single  acre,  or  to  any 
group  of  acres  short  of  the  number  included  in  the 
enterprise  over  which  he  is  presiding. 
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take  on  a  different  aspect.  The  farmer  confronted  with 
the  higher  wages  is  bound  to  think  of  a  way  to  escape 
other  than  the  one  indicated  in  the  second  part  of  the 
table  which  involves  getting  more  land.  He  will  try 
to  escape  by  way  of  a  substitution  of  capital  for  labor. 
He  will  buy  a  gang  plow,  a  tractor,  a  milking  machine, 
or  more  haying  tools,  with  the  hope  of  keeping  up  his 
intensity  of  culture  without  incurring  the  added  ex- 
pense resulting  from  the  higher  wages.  In  some  cases 
he  may  succeed  in  maintaining  his  former  intensity 
judged  by  results  while  moving  toward  more  extensivity 
judged  by  the  application  of  labor  and  capital  to  land 
in  terms  of  dollars  per  acre. 

The  changes  in  prices  of  produce,  wages,  and  capital 
cost  will  always,  respectively,  have  an  effect  on  the 
desire  for  the  other  factors,  and  hence  change  the  price 
of  these  other  factors.  The  result  will  be  a  new  balance 
which  is  likely  to  be  similar  to,  though  not  identical 
with,  the  previous  balance  before  the  distiurbance  came. 
The  importance  of  the  inunediate  effect  may  be  ap- 
preciated when  it  is  remembered  that  more  or  less  oc- 
casion for  a  readjustment  no  doubt  takes  place  yearly, 
or  even  at  much  more  frequent  intervals. 

A  change  in  the  cost  of  capital  goods,  or  in  interest 
rates,  where  wages  do  not  change  correspondingly,  will 
bring  about  changes  in  intensity  of  cultiu^  similar  to 
those  noted  in  the  above  discussion  of  changes  due  to 
variation  in  wages.  If  capital  goods  cost  more,  fewer, 
relatively,  will  be  used;  if  they  cost  less,  more  will  be 
used.  Thus  intensity  of  culture  will  vary  conversely 
with  these  costs. 

Whether  or  not  rent  is  to  be  counted  as  a  cost  is  a 
disputed  point.  No  attempt  will  be  made  here  to  clear 
the  matter  up.  In  any  case  it  is  a  cost  to  the  inctividual 
who  buys  land  as  a  part  of  his  equipment  for  producing 
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The  results  found  by  taking  particular  figures  for  the 
demonstration  may  be  open  to  criticism.  It  is  true  the 
relations  of  the  figures  in  the  foiu*th  column  may  be 
varied  indefinitely  by  varying  the  relations  of  the  num- 
bers chosen  for  columns  one  and  two.  In  some  com- 
binations the  trend  may  be  obsciu^d,  but  in  no  case 
will  it  appear  to  lie  positively  in  the  opposite  direction. 

It  is  not  forgotten  that  in  these  discussions  concern- 
ing the  results  of  changes  in  prices  and  costs  on  intensity 
of  culture  the  solution  of  the  intensity  of  cultiure  riddle, 
as  a  practical  problem,  cannot  be  worked  out  as  a 
mere  arithmetical  calculation.  Even  so,  the  influences 
of  these  supposed  changes  in  costs  would  seem  to  be 
in  the  directions  indicated. 

B.  H.   HiBBARD. 
Uniykhsitt  op  Wisconsin. 
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And  the  economist  of  the  strait  sect,  which  looks  only  to  the 
production  of  wealth  in  the  narrowest  sense  of  the  word,  may 
rejoice  therefore  in  the  evidence  that  morons  are  becoming 
absolutely  and  relatively  more  numerous.  He  may  celebrate 
the  coincidence  of  the  increase  of  morons  with  the  increase 
of  moron  labor  as  a  new  and  beautiful  instance  of  the  work- 
ing of  the  law  of  supply  and  demand.  He  may  approve  the 
wisdom  of  the  Massachusetts  Society  of  Mental  Hygiene, 
which  in  a  recent  bulletin  announces  and  endorses  the 
declared  policy  of  the  state  for  dealing  with  young  defective 
delinquents  —  a  policy  directing  that  such  a  delinquent  shall 
be  confined  for  a  time  for  educational  purposes  under  the 
explicit  understanding  that  so  soon  as  he  shall  show  a  certain 
improvement  he  shall  be  set  at  liberty,  at  liberty  to  produce 
more  defectives  like  himself.  For  these,  if  only  they  be 
caught  young  and  well  disciplined  in  special  schools,  can, 
as  the  superintendents  of  such  schools  have  proudly  proved, 
earn  good  wages  by  steady  labor  of  a  kind  which  an  averagely 
endowed  human  being  could  not  long  endure.  Such  an 
economist  might  even  look  forward  to  a  time  when  a  policy 
of  further  encouragement  of  the  breeding  of  morons,  sup- 
plemented by  importation  of  large  masses  of  low-grade  popu- 
lation, may  fiunish  a  sufficient  supply  of  labor  of  the  kind 
required  for  the  imlimited  production  of  *' wealth"  or  div- 
idends and  the  rapid  exhaustion  of  the  natural  resources 
of  the  continent. 

But  the  sociologist  and  the  economist  of  larger  vision 
will  hardly  share  this  complacency.  They  cannot  contem- 
plate with  equanimity  the  increase  of  wealth  that  is  based 
upon  the  degradation  of  increasing  numbers  of  men,  nor 
believe  that  a  state  whose  wealth,  however  great,  rests  largely 
on  this  basis  can  long  endure.  They  will  point  out  that,  even 
tho  an  industrial  society  consisting  of  many  well-disciplined 
morons  and  relatively  few  directors  of  high  intelligence 
might  conceivably  be  stable  and  very  "wealthy,"  the  transi- 
tion to  that  stat6  of  affairs  from  the  imperfect  regime  of  the 
past,  when  all  men  were  officially  regarded  as  equab,  must 
be  one  of  great  danger  to  the  existence  of  civilization  of  any 
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special  talent,  men  of  the  kind  that  Nordau  called  "mattoids 
or  half-fools"  and  whom  the  modem  psychiatrist  would 
classify  as  mild  cases  of  dementia  praecox;  (2)  cranky  in- 
tellectuals or  ''misguided  superiors/'  men  of  ability  who, 
through  strong  himianitarian  sentiment  or  through  personal 
misfortune  which  denies  them  a  satisfactory  position  and 
career  in  the  ranks  of  organized  society,  constitute  them- 
selves destructive  critics  of  all  existing  institutions  and  the 
champions  and  exploiters  of  the  discontent  of  the  ''under- 
man." 

It  is  these  men,  the  Lenines  and  Trotskys  of  all  countries, 
who  teach  the  underman  to  shout  for  "red  revolution," 
without  any  but  the  vaguest  notions  as  to  what  is  to  replace 
the  present  order,  and  who  are  most  directly  responsible,  not 
only  for  an  enormous  increase  of  crime,  but  also  for  the  cur- 
rent demoralization  of  music,  art,  poetry,  commerce,  and 
social  life,  as  noted  by  such  critics  as  Mr.  James  Beck  and 
Mr.  Alfred  Noyes  —  in  short  for  "Bolshevism"  in  the  wider 
sense  of  the  word. 

Evidence  of  the  extent  of  "Bolshevism"  throughout  the 
modem  world  is  impressively  marshaled  and  supported  by 
many  citations  from  observers  in  many  lands.  The  pith  of 
the  argument  is  contained  in  the  following  passage: 

More  and  more  we  are  comiDg  to  see  that  hatred  of  civilization 
is  mainly  a  matter  of  heredity;  that  Bolsheviks  are  mostly  bom 
and  not  made.  How  can  we  expect  a  man  to  support  a  social  order 
which  he  instinctively  detests  or  which  he  is  congenitally  unable  to 
achieve?  And  how  can  society  expect  peaceful  progress  so  long  as 
it  spawns  social  rebels  and  laggards,  and  at  the  same  time  sterilizes 
those  creative  superiors  who  are  at  once  its  builders  and  preservers? 
The  fact  is  that  construction  and  destruction,  progress  and  regress, 
evolution  and  revolution,  are  alike  the  work  of  d3mamic  minorities. 
We  have  already  seen  how  numerically  small  are  the  talented  61ites 
which  create  and  advance  high  civilizations;  while  Jacobin  France 
and  Bolshevik  Russia  prove  how  a  small  but  ruthless  revolutionary 
faction  can  wreck  a  social  order  and  tyrannize  over  a  great  popula- 
tion. Of  course,  these  dynamic  groups  are  composed  primarily  of 
leaders;  they  are  the  officers'  corps  of  much  larger  armies  which 
mobilize  instinctively  when  crises  arise.  Take  the  present  world 
crisis.    In  every  country  the  champion  of  the  existing  order  can 
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sively  spoken  of  as  the  ''Labour  Party"  and  which  comprise 
all  shades  of  radicalism,  socialism,  and  syndicalism.  His 
S3anpathies  are  still  strongly  with  these  groups;  and  he  seems 
to  be,  or  to  have  been,  personally,  intimately,  and  more  or  less 
sympathetically »  acquainted  with  all  or  most  of  the  leading 
figures  of  these  groups  in  the  last  twenty  years.  He  seems 
to  be,  or  to  have  been,  an  excellent  representative  of  a  type 
increasingly  abundant  in  Britain,  namely,  the  young  in- 
tellectual who  from  generous  motives  throws  in  his  lot  with 
the  proletariat.  His  long  and  rich  experience  of  these  groups 
leads  him  to  write  of  them  with  a  certain  disillusionment; 
and,  tho  his  writing  is  often  loose  in  expression,  he  reveals  in 
his  last  book  a  remarkably  clear  insigjht  and  ripe  wisdom.  His 
experience  has  shown  him  that  the  simple  formulae  with 
which  he  set  out  to  reform  the  world,  in  common  with  other 
enthusiastic  soap-box  orators,  do  not  suffice.  ''  We  assumed, " 
he  writes,  "...  that  the  Democracy  would  advance  peace- 
fully and  steadily  by  education  and  the  vote;  and,  that  last 
strange  delusion,  that  once  the  poverty  problem  was  solved, 
all  our  intellectual  and  spiritual  problems  would  be  solved 
with  it.  ...  I  think  we  ignored  almost  everything  that  was 
vital  in  humanity  as  we  ignored  ever^rthing  that  was  in- 
convenient to  our  theories.  .  .  .  Our  assumptions  sprang, 
however,  from  an  idealism  and  a  fanaticism  which  refused 
to  face  facts.  .  .  .  We  forgot  that  '  man  does  not  live  by 
bread  alone.'  " 

Mr.  Desmond  has  made  discoveries  which  have  shown 
him  the  error  of  many  beliefs  common  to  the  labor  groups, 
have  shown  him  among  other  things  that  the  Marxian  for- 
mulae are  mere  stupidities,  like  all  other  economic  and  social 
formulae  which  are  based  upon  hasty  assumptions  as  to  the 
nature  of  man.  In  short,  his  experiences  have  made  him  a 
psychologist,  who  sees  that  true  conceptions  of  human  nature 
and  of  its  varieties  must  be  the  essential  condition  and  foun- 
dation of  all  social  theorizing;  that  it  is  not  sufficient  to 
assert  that  human  nature  is  what  we  should  like  it  to  be; 
that  the  fancy  picture  of  the  noble  proletarian  panting  for 
leisure  to  be  spent  in  art  galleries  and  museums  is  as  poor  a 
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and  efiPort,  is  gradually  recognizing  the  principle  of  '  spiritual 
aristocracy.'  It  is  upon  these  men  and  women  .  .  .  that 
the  future  of  democracy  depends.  It  is  that  '  eternal  mi- 
nority '  from  which  all  progress  comes.  "  '*The  only  justi- 
fication of  Democracy  is  that  it  elect  leaders  superior  in 
brain  and  spirit  to  the  rank  and  file  who  elect  them.  .  .  . 
If  the  mass  can  not  or  will  not  elect  the  master  mind,  then 
democracy  will  be  thrown  on  the  scrap  heap  of  evolution 
as  one  more  experiment  which  has  been  tried  and  failed." 
''Even  under  the  Democratic  State  the  only  claim  to  leader- 
ship will  be  the  claim  of  spiritual  aristocracy  and  spiritual 
superiority  —  not  merely  the  claim,  but  the  fact." 

Another  fallacy  which  prevails  among  the  intellect 
who  sponsor  the  labor  party,  as  well  as  among  the  rankland 
file,  is  rejected  root  and  brancli  by  Mr.  Desmond,  who  in 
this  also  shows  a  capacity  for  right  thinking  astonishing  in  a 
man  of  his  antecedents  and  sympathies;  namely,  the  fallacy 
of  ''internationalism."  Mr.  Desmond  has  learned  that  true 
internationalism  means  the  mutual  respect  and  friendly  co- 
operation of  stable  nations,  and  that  such  internationalism 
is  not  to  be  achieved  by  destroying  nations,  or  by  breaking 
down  all  national  distinctions.  What  is  commonly  called 
"internationalism"  and  advocated  under  that  name  by 
the  blind  leaders  of  the  blind  who  decry  nationalism  and 
abhor  patriotism  should  more  properly  be  called  ''  cos- 
mopolitanism." The  confusion  of  these  very  different  things, 
"internationalism"  and  "cosmopolitanism,"  is  a  vulgar  error 
committed  by  many  who  might  be  expected  to  avoid  so 
simple  a  fallacy.  This  is  clearly  seen  by  Mr.  Desmond.  He 
rightly  rebukes  the  folly,  the  lack  of  psychological  insight, 
of  the  apostles  of  the  "world  state"  that  is  to  supersede 
immediately  our  obsolescent  nations:  "When  Mr.  H.  G. 
Wells  .  .  .  insists  that  the  quick  establishment  of  'the 
World  State  of  all  Mankind'  alone  can  prevent  civilization 
from  perishing,  he  is  asking  for  the  impossible.  .  .  .  These 
things  are  today  impossible  and  unattainable  and  incom- 
prehensible for  two  reasons  and  two  only:  first,  Nationality 
is  still  the  most  powerful  driving  force  in  the  world;   and 


REVIEWS  677 

complains  of  its  absence  of  a  considered  policy  on  such  great 
issues  as  the  value  of  patriotism  and  religion  and  idealism. 
''Then  came  the  war  and  knocked  our  theories  into  a  cocked 
hat.  .  .  .  Our  leaders  had  never  been  clear  about  country 
and  patriotism.  We  were  not  very  dear  about  an3rthing. . . . 
We  hated  facing  facts."  And  the  trouble  is  not  merely 
intellectual,  the  hugging  of  fallacies  and  the  lack  of  thought- 
out  policies.  It  is  moral  also.  The  Labour  Party  is  given 
up  to  the  policy  of  "loaves  and  fishes,"  of  "less  work  for 
more  pay,"  of  limitation  of  production.  "The  [labor]  move- 
ment as  a  whole  is  inchoate,  lacks  constructiveness,  is  bank- 
rupt in  spiritual  driving  force,  and  tends  more  and  more  to 
exalt  the  material  at  the  expense  of  the  finer  things  of  life." 
He  cites  with  approval  the  following  verdict:  "Labour's 
opponents  believe  they  will  always  be  able  to  sidetrack 
labour,  and  they  believe  it  with  full  justification,  having 
regard  to  labour's  record.  So  many  of  the  labour  leaders 
are  out  for  themselves.  And  they  lack  imagination  and 
enthusiasm.  Few  of  them  can  resist  a  job,  still  fewer  flat- 
tery." Nor  is  it  the  leaders  only  who  are  imperfect.  Mr. 
Desmond  avoids  the  popular  socialist  fallacy  that  all  who 
hold  office  or  power  are  naturally  bad,  and  all  who  do  not  are 
noble  and  generous  and  incorruptible.  He  criticizes  the  rank 
and  file  as  well  as  the  leaders.  "The  striker  usually  strikes 
because  the  other  fellow  strikes  .  .  .  not  because  he  has  any 
political  creed  or  because  he  wants  to  be  a  saviour  of  society. 
He  wants  to  save  himself."  Our  author  does  not  mince  his 
words;  he  sees  so  clearly  the  defects  of  both  leaders  and  fol- 
lowers that  he  is  moved  to  write  of  "the  rotting  body  of 
the  labour  party."  Labor  parties,  leaders  and  masses,  being 
what  they  are,  what  Mr.  Desmond  shows  them  to  be,  "is  it 
not  assured,"  he  asks,  "even  as  today  almost  every  coimtry 
in  Europe  where  labour  is  moving  to  power  has  shown  it, 
that  the  bureaucrat  [the  labour  leader]  will  fast  pass  into 
the  autocrat,  impregnably  intrenched  behind  his  'official' 
bulwark,  finally  reaching  what  seems  to  be  the  inevitable 
goal  of  democracy  in  our  time  —  a  dictatorship."  But  this 
is  contingent  upon  the  appearance  of  a  man  with  the  qualities 


REVIEWS  679 

the  political  or  industrial  field,  in  Great  Britain  or  outside  it, 
from  getting  anywhere." 

Here,  then,  is  a  diagnosis  from  inside  the  labor  movement, 
strangely  like  Mr.  Stoddard's.  For  Mr.  Desmond's  ultimate 
verdict  is  that  all  the  various  groups  that  roughly  fall  imder 
the  label  of  "Labor"  are  ineffective  for  good,  and  rather 
threaten  civilization  with  speedy  and  red  ruin,  just  because 
they  are  lacking  in  intellectual  and  moral  qualities.  Mr. 
Desmond,  it  is  true,  has  not  apparently  entertained  the 
notion  that  perhaps  these  qualities  are  not  displayed  just 
because  they  are  not  there.  He  seems  still  to  retain  a  vague 
belief  that  the  necessary  qualities  are  latent,  only  needing 
the  magic  touch  of  education  to  bring  them  into  operation. 
Like  our  enthusiasts  for  more  and  more  schooling,  who  are 
always  scornful  of  what  education  has  done  already  and 
exuberantly  confident  of  what  it  will  do  when  they  shall 
have  effected  the  necessary  reforms,  shall  have  put  into 
effect  their  own  peculiar  fads,  he  neglects  to  consider  the 
biological  problem.  In  spite  of  his  admirable  desire  to  ''face 
the  facts,"  his  courage  and  honesty  and  clear  sight,  he  has 
not  yet  faced  what,  if  not  an  established  truth,  is  at  least  a 
possibility,  namely  the  view  represented  so  confidently  by 
Mr.  Stoddard — the  view  that  "labour"  is  composed  in  the 
main  of  those  individuals  and  those  strains  which  have  failed 
to  climb  the  social  ladder,  just  because  they  are  innately 
lacking  in  the  capacity  for  doing  so.  Is  there  any  other 
explanation  of  the  ineffectiveness  which  Mr.  Desmond  ex- 
poses, of  the  failure  of  labor  to  produce  men  capable  of  great 
leadership,  men  who  could  make  the  party  a  great  political 
force  exerting  an  influence  commensurate  in  some  remote 
degree  with  its  immense  numerical  strength? 

There  would  seem  to  be  only  two  alternative  explanations: 
either  the  mass  of  labor  is  so  extremely  lacking  in  intelligence 
that  it  cannot  recognize  and  appreciate  men  of  superior 
qualities  when  they  appear  within  its  ranks,  or  there  is  a 
great  dearth  of  such  qualities  among  them.  There  seem  to 
be  no  indications  in  favor  of  the  former  alternative.  Rather 
the  evidence  is  all  the  other  way.    The  labor  man  who  mani- 
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along  very  different  lines,  point  to  the  same  conclusion:  Mr. 
Stoddard  in  the  most  emphatic  and  explicit  manner;  Mr. 
Desmond  by  implication  only,  because  he  stops  short  before 
drawing  that  inevitable  conclusion.  That  conclusion  is  that 
the  wealth  and  continued  prosperity  and  stability  of  a  nation 
are  functions  of  the  inborn  intellectual  and  moral  capacities 
of  the  population;  and  that  our  civilization  is  in  very  real 
danger,  because  more  and  more  our  societies  breed  from  the 
bottom  and  die  off  at  the  top,  because  the  drastic  and  cruel 
selective  death  rate  of  natural  selection  has  given  place  to  a 
selective  birth  rate,  a  form  of  selection  which  (tho  it  might  by 
intelligent  direction  be  made  to  promote  vastly  the  welfare 
of  mankind)  at  present  operates  strongly,  as  so  often  in  the 
past,  towards  the  destruction  of  all  the  gains  made  by  the 
intellectual  and  moral  efforts  of  coimtless  generations  of 
mankind. 

Mr.   Desmond's  conclusions  about  the  British  Labour 
Party  cannot  be  simply  transferred  to  labor  in  America. 
For  conditions  are  very  different.    It  may  be  that  here  labor 
has  been  less  completely  depleted  by  the  social  ladder;   it 
may  be  that  inmiigration  has  brought  it  on  a  large  scale  new 
elements  of  potential  strength  which  have  not  yet  climbed 
the  ladder.    But  there  is  not  much  ground  for  any  such  sup* 
positions.  The  differences  would  seem  to  be  mainly  these  two : 
first,  that  patriotism  can  hardly  be  so  deeply  rooted  in  the 
mass  of  American  labor  as  in  the  British,  for  a  large  propor- 
tion of  American  labor  is  still  only  very  partially  Ameri- 
canized.   It  has  taken  many  generations  of  national  life  to 
consolidate  the  mute  but  effective  patriotism  of  the  British 
masses.    Secondly,  American  labor  enjoys  a  much  higher 
level  of  material  prosperity,  of  opportunity,  of  variety.    Is 
it  possible  to  foresee  how  the  industrial  masses  of  America 
would  react,  if  they  were  deprived  of  their  inunense  ad- 
vantages and  reduced  to  the  economic  level  of  British  or 
European  labor?    Yet  one  of  the  main  conditions  of  the 
superior  advantages  of  the  American  laborer  in  the  past 
must  either  be  withdrawn  or,  if  it  continues,  must  itself 
automatically  destroy  much  of  that  superiority.   I  mean  the 
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up  to  the  constructive  theory.  The  book  would  have  been 
better  constructed,  in  the  reviewer's  opinion,  if  the  whole 
ground  of  Part  11,  together  with  Chapter  I,  had  been  covered 
in  a  single  chapter.  Of  course  this  would  have  involved  omis- 
sions. One  subject  that  could  have  been  omitted  without 
loss  would  be  the  discussion  of  utility,  to  which  subject  the 
reviewer  will  return. 

The  book  could  also  have  been  made  much  more  intelligible 
by  the  frequent  use  of  section  heads.  It  is  divided  into  twelve 
chapters  that  average  over  thirty  pages  each.  The  abstract 
nature  of  the  discussion  makes  topical  subdivision  rather 
necessary.  An  index  of  less  than  three  pages  and  a  table  of 
contents  of  less  than  four  are,  under  the  circumstances,  not 
good  as  substitutes  for  section  heads,  if,  indeed,  they  are 
adequate  to  their  immediate  purposes. 

The  above  criticisms  are  of  minor  importance  and  interest 
compared  with  the  constructive  contribution  the  author 
makes.  But  the  substantial  value  of  the  treatise  is  in  Part 
III,  and  it  is  perhaps  doing  a  favor  to  the  author  as  well  as  to 
his  public  to  suggest  that  the  reader  who  is  tolerably  well- 
read  in  economics  can  practically  ignore  the  first  two  partes, 
altho  they  contain  evidences  of  astute  thinking  as  well  as  of 
comprehensive  reading  in  the  literature  of  economics. 

It  would  be  desirable  to  quote  from  the  book  a  summary  of 
the  author's  conclusions  regarding  the  natiu^  of  profit  and 
of  the  entrepreneur's  function.  But  no  such  summary  is 
o£fered,  hence  the  reviewer  will  attempt  something  of  the 
sort.  Profit  is  stated  to  be  related  to  risk  and  uncertainty. 
With  uncertainty  eliminated  there  would  be  no  profit. 
Risks,  however,  can  be  reduced  by  various  means,  especially 
by  insurance  or  by  their  grouping  and  averaging.  But  there 
remain  other  uncertainties  which  the  entrepreneur  cannot 
eliminate,  so  far  as  they  a£fect  him,  by  paying  an  insurance 
premium.  These  are  distinguished  as  uncertainties,  risks 
not  being  uncertain  when  grouped.  Uncertainties  can  only 
be  dealt  with  by  the  exercise  of  judgment,  the  processes  of 
which  are  largely  unanalyzable,  such  judgment  being  a  gift 
or  special  faculty.    It  may  be  exercised  for  hire  to  a  greater 
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Professor  Knight  shows  he  has  read  broadly  and  thought 
effectively  in  the  literature  of  corporate  organization  and 
finance.  His  view  of  the  importance  of  the  stockholders  in 
selecting  corporate  leaders,  and  in  even  thus  indirectly 
determining  corporate  policies,  might,  at  least  as  applied  to 
American  conditions,  be  called  nai&e,  but  is  probably  to  be 
attributed  rather  to  his  zeal  for  his  own  theory.  Certainly 
in  many  corporations  the  directorate  is  practically  chosen 
by  cooptation  (perhaps  under  banker  dictation),  tho  the  self- 
perpetuating  oligarchy  is  tempered  by  legal  provision  for 
revolution.  Moreover,  the  author  does  not  hint  at  the  em- 
plo3rment  of  corporate  organization  as  a  device  of  salesman- 
ship. Business  enterprises  are  still  largely  organized  and 
built  up  as  individual  or  partnership  affairs;  and  are  in- 
corporated when  the  owners  wish  to  sell.  But  it  is  consistent 
with  Knight's  theory  that  stockholders  may  serve  better 
as  entrepreneurs  in  the  conduct  of  an  established  business 
than  in  the  formative  period. 

The  competing  conception  with  which  this  theory  must 
presumably  effect  a  merger  is  a  price-difference  or  speculative 
theory  of  the  place  of  the  entrepreneur.  A  speculator  who 
buys  on  margin  and  whose  stock  is  held  and  voted  by  his 
broker  can  hardly  come  within  Professor  Knight's  conception 
of  an  entrepreneur.  A  speculator  in  the  futures  of  the  produce 
markets  is  even  more  definitely  not  concerned  with  judging 
human  capacities  and  choosing  men  but  merely  with  sheer 
price  differences.  He  sometimes  disburdens  others  of  un- 
certainties (when  he  takes  the  other  end  of  their  hedges) 
and  he  is  always  seeking  profits  that  are  uncertain. 

In  fact,  the  speculator  appears  to  be  the  entrepreneur  ab- 
stracted from  doing  anything  that  is  constructive.  The 
stockholder's  relation  to  production  may  be  quite  similar. 
But  if  he  buys  for  investment,  he  will  make  up  his  accounts 
differently  and  income  and  outgo  will  be  largely  made  up  of 
dividend  receipts  and  interest  pa3rments.  The  moot  point  is 
whether  the  kind  of  uncertainty  with  which  the  speculator 
deals  is  not  more  nearly  typical  of  the  entrepreneur's  activity 
than  the  kind  of  uncertainty  which  the  author  exploits. 
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be  broad  enough,  tho  apparently  it  is  the  basis  for  the  state- 
ment made  in  the  same  paragraph  that  ''ascribing  economic 
utility  *  to  free  goods  "  is  "  a  pernicious  error."  If  all  conduct 
be  reckoned  cost,  and  if  the  ascription  of  utility  be  refused 
where  there  is  no  eflfort,  the  statement  is  plausible.  But  the 
reviewer  would  say  that  a  cool  breeze  on  a  hot  sunmier  day 
has  utility,  even  tho  there  be  enough  for  all  and  to  spare. 
Even  if  one  must  go  to  a  nearby  elevation  to  obtain  the 
benefit,  to  call  it  an  economic  good  would  hardly  seem  war- 
ranted. Fresh  outside  air  is  perhaps  never  an  economic  good, 
tho  the  means  of  obtaining  it  doubtless  are.  Of  course 
liquid  air  is  an  economic  good.  It  is  true  that  many  free 
goods  cease  to  be  consciously  reckoned  with  and  sought;  but 
to  refuse  to  recognize  their  possession  of  utility  is  no  more 
a  necessary  consequence  than  is  the  denial  of  the  material 
existence  of  the  air  a  logical  consequence  of  its  not  ordinarily 
being  visible,  tangible,  etc.  Apples  seem  to  have  utility  to 
the  farmer's  boy  even  when  they  are  to  be  had  in  super- 
abundance. 

Even  if  consciousness  of  the  utility  of  free  goods  is  in  most 
cases  potential  rather  than  positive,  that  is  no  sufficient 
reason  for  the  allegation  that  they  have  no  utility.  The  zero 
of  want  or  utility  or  affection  should  doubtless  not  be  thought 
of  as  an  absolute  zero  or  analogous  to  a  vacuum,  but  rather 
as  a  level  of  feeling  which  is  determined  in  part  by  use  and 
habit. 

The  more  important  practical  aspect  of  the  denial  of  the 
existence  of  super-marginal  utility  arises  in  connection,  not 
with  free  goods,  but  with  goods  having  economic  value,  and 
especially  with  such  as  are  more  or  less  unique  or  distinctive 
in  the  particular  individual's  economy,  instead  of  being  units 
of  a  homogeneous  supply.  It  is  rather  disconcerting  to  have 
to  argue  about  the  proposition  that,  in  Adam  Smith's  words, 
value  in  use  may  often  exceed  value  in  exchange.  Does  a 
smoker  feel  that  his  pipe  has  less  value  after  it  has  been  well 

4.  The  oonfuwng,  if  not  quMtioii4Mcgiiig  •djeetiTe,  it  commonly  uMd  by  the  miUumt. 
Ona  wottld  be  wmrranted  in  auppodns  "eoonomie  utility'*  and  **6eononiie  coocb'*  to 
b«  pnTmllcl  oonoeption*. 
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The  judgment  of  value  is  by  no  means  concerned  merely 
with  economic  values,  and  when  dealing  with  economic 
goods,  tho  frequently  afifected  reciprocally  by  knowledge 
of  pecimiary  and  conunercial  values,  takes  into  consideration 
any  elements  of  utility  that  appeal  to  the  subject  regardless 
of  whether  they  find  expression  in  price  or  not.  It  is  not 
conunon  sense  to  say  that  the  utility  of  a  boy's  jacknife  is 
proportioned  to  its  price.  It  is  contrary  to  common  sense 
to  say  that  the  utility  of  any  familiar  article  of  use  and  enjoy- 
ment is  measured  completely  by  its  objective  or  subjective 
exchange  value.  Difficulties  of  measurement  or  of  quantita- 
tive estimation,  of  course,  there  are,  but  to  him  who  would 
deny  the  existence  of  the  hippopotamus  *  because  its  image 
is  not  easily  assimilated,  the  advice  is  to  learn  better.  There 
are  quantities  not  readily  measurable  in  yards,  pounds, 
quarts,  dollars,  etc.,  and  they  are  important  for  economics. 
Just  as  the  notions  of  the  so-called  spiritualists  are  often 
grossly  materialistic,  it  appears  that  anti-hedonism  can  be 
astonishingly  gross. 

There  are  a  number  of  incidental  expressions  in  the  book 
that  are  irritatingly  overdone.  The  suggestion  that  the  dis- 
tinction between  earned  and  unearned  income  is  futile  (pages 
128  f.,  page  170,  footnote  on  page  180)  can  scarcely  be 
ignored.  It  is  true  that  what  a  man  earns  depends  largely 
upon  inherited  ability  and  upon  the  educational  and  other 
advantages  his  parents  and  his  conununity  have  given  him 
and  it  is  true  his  property  may  have  come  to  him  in  the  same 
way.  But,  if  he  earns  his  own  salary  but  not  his  brother's 
salary,  it  would  seem  that  it  may  also  be  said  that  he  earns 
the  income  from  his  labor  but  not  the  interest  on  bonds  he 
has  inherited  from  his  father. 

The  reviewer  regrets  the  extent  to  which  his  conunents 
have  been  critical.  The  outstanding  fact  about  Professor 
Knight's  book  is  that  the  author  has  made  a  contribution  to 
the  theory  of  profit  that  no  student  of  the  subject  can  afiford 
to  neglect.   Nor  is  the  merit  of  Part  III  confined  to  the  main 

6.  All  haire  heud  of  the  farmer  whoM  rcMtion  to  hb  fint  ncht  of  a  hippopoUmm 
Mptened  by  hiiOTdamation;  "Thtre  ain't  no  tuehanimUe.*' 
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idea.  The  first  chapter  of  the  part  on  the  Meaning  of  Risk 
and  Uncertainty,  for  example,  shows  a  breadth  of  conception 
which  cannot  be  expected  of  the  mere  economist.  The 
reviewer  does  not  find  in  the  epistomology  here  exploited 
such  scholastic  quirks  as  mar  other  parts  of  the  book. 

G.  P.  Watkins. 

Washinoton,  D.  C. 
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MOORE'S  WORK  IN  CYCLES:  A  REVIEW 

In  1914  appeared  a  stimulating  volume  by  Professor  H. 
L.  Moore  entitled  Economic  Cycles:  their  Law  and  Cause. 
This  volume  was  an  attempt  to  show  that  the  familiar  eco- 
nomic cycles  of  business  expansion  and  depression  had  their 
origin  in  physical  phenomena  —  an  attempt  at  once  recall- 
ing Professor  Jevons'  earUer  suggestion  of  a  relation  between 
these  same  economic  cycles  and  sun  spots.  Professor  Jevons' 
theory,  however,  would  make  the  length  of  the  cycle  approx- 
imately eleven  years,  while  that  of  Professor  Moore  is  based 
upon  a  rainfall  cycle  of  eight  years. 

Since  the  above-mentioned  volume  appeared.  Professor 
Moore  has  continued  his  studies  with  enthusiasm  and  great 
industry.  Students  of  his  method,  in  addition  to  the  volume 
above  referred  to,  should  read  the  following  articles  from  his 
pen:  ''Forecasting  the  Crops  in  the  Dakotas,"  Poliiical 
Science  Quarterly,  June,  1919;  "Crop  Cycles  in  the  United 
Kingdom  and  in  the  United  States,"  Journal  qf  the  Royal 
Staiistical  Society,  May,  1919;  ''Crop  Cycles  in  the  United 
Kingdom  and  in  France,"  ibid.,  May,  1920;  "Generating 
Cycles  of  Products  and  Prices,"  Quarterly  Journal  of  Eco- 
nomics, February,  1921;  "Generating  Cycles  Reflected  in  a 
Century  of  Prices,"  ibid.,  August,  1921;  and  "The  Origin  of 
the  Eight-Year  Generating  Cycle,"  ibid.,  November,  1921. 

The  above  articles  aim  to  be  progressively  corroborative 
of  his  main  thesis,  which,  in  brief,  is  as  follows:  An  applica- 
tion of  Fourier's  aDalysis  to  rainfall  data  in  the  Ohio  valley 
and  in  Illinois  was  believed  to  demonstrate  a  recurring  ei|^t- 
year  cycle  superposed  upcm  a  thirty-three  year  cycle.  These 
rainfall  cycles  were  then  by  an  application  of  Pearson's 
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which  the  record  of  barometric  pressure  is  found  to  indicate 
cycles,  and  an  interval  of  about  ei|^t  years  is  found  to  exist 
between  periods  of  maximum  pressure  and  like  intervals 
between  periods  of  minimum  pressured 

The  work  of  Professor  Moore  shows  an  immense  amount 
of  painstaking  research,  and  yet  in  spite  of  the  great  wealth 
of  apparently  corroborative  evidence,  I  regret  to  say  that 
I  find  the  work  unconvincing. 

In  the  Quarterly  Journal  of  Economics  for  May,  1915,  I 
reviewed  Professor  Moore's  first  volume.  Economic  Cycles: 
their  Law  and  Cause,  and  was  led  to  question  the  sound- 
ness of  his  conclusions.  I  observed  that ''  the  eight  and  thirty- 
three  year  cycles  were  derived  from  data  as  to  annual 
rainfall,  while  the  whole  argument  rested  upon  effective  rain- 
f aD  at  the  critical  periods  of  the  growth  of  the  several  crops 
considered."  Professor  Moore  failed  to  correlate  these  two. 
I  then  discovered  that  while  the  data  for  annual  rainfall 
revealed  a  fairly  well-marked  cycle  of  eight  years,  the  period- 
ogram  for  effective  rainfall  showed  only  very  minor  indica- 
tions of  an  eight-year  cycle.  There  was  in  the  latter  case 
slightly  more  indication  of  a  seven-year  cycle  and  some  in- 
dication of  a  seven-year  cycle  in  the  case  of  the  yields  per 
acre  of  nine  principal  crops.  But  in  the  case  of  prices  the 
indications  were  better  for  a  nine,  or  even  a  ten-year  cycle. 
Graphs  constructed  to  the  seven-year  cycle  for  crops  and  the 
nine-year  cycle  for  prices  showed  an  excellent  fit.*  I  am  re- 
peating here  these  criticisms  from  my  former  review  because 
the  whole  superstructure  of  Professor  Moore's  theory  rests 
upon  an  effective  rainfall  cycle  of  eight  years  and  its  correla- 
tion with  crops.  It  is  the  ''generating  cycle"  having  its 
origin  in  non-economic  causes  upon  which  all  the  subsequent 
economic  cycles  are  made  to  depend.  Therefore,  before  the 
rest  of  the  theory  can  be  given  much  credence,  the  eight-year 
cycle  of  effective  rainfall  must  be  firmly  established  and  this 
Professor  Moore  has  failed  to  do. 

But  in  his  subsequent  work,  taken  by  itself  without  refer- 

7.  Quarterly  Journal  of  Eeonoinkt,  Novwnber,  1021,  pp.  10, 17. 

8.  IbkL.  May.  1915,  pp.  084-687. 
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of  its  course  the  absolute  reverse  of  a  good  fit.  And  why 
should  forty-eight  years  be  selected  as  the  next  cycle  period 
in  order  after  ninetyndx?  It  is  evident  to  the  eye  that  the 
whole  period  of  ninety-five  years  divides  itself  roughly  into 
two  cycles.  But  why  select  forty-eight,  rather  than  forty- 
nine  or  fifty?  As  a  matter  of  fact  by  a  method  to  be  presently 
explained  it  was  found  that  fifty-four  was  the  most  likely 
period. 

But  even  if  we  accept  the  method  of  harmonics  —  and 
undoubtedly  if  persisted  in  far  enough  it  will  lead  to  a  curve 
approximating  the  crude  data  —  there  is  one  application 
which  he  makes  of  it  which  is  entirely  inadmissible  Because 
there  are  rather  large  values  of  A'  for  8.7  years  and  for  7.4 
years  he  assumes  that  the  parameter  of  these  cycles  may  be 
used  for  computing  the  parameters  of  a  cycle  midway  be- 
tween them,  as  follows: 

The  eight-year  cycle  which  is  representative  of  the  Sauerbeck 
residuals  in  Figure  6  was  computed  from  these  two  equations  in  the 
following  way:  Its  period  of  eight  years  is  the  mean  of  the  periods 

of  these  two  cycles,  -^ — - — '—  —  8.05;  the  amplitude  of  the  eight- 

year  cycle  is  the  mean  of  the  amplitudes  of  these  two  cycles, 

H±3:l  -  3.46; 

and  the  phase  of  the  eight-year  cycle  is  the  mean  of  the  phases  of 

go   I  g2* 

the  two  cycles,  — -^ —  -  50*  SC.* 

It  is  singular  how  Professor  Moore  could  have  rested  his 
case  for  an  eight-year  cycle  on  such  reasoning  when  in  his 
own  table  on  page  525  ^  he  had  directly  before  his  eyes  the 
square  of  the  amplitude  of  the  eight-year  cycle,  2.12,  the 
square  root  of  which,  or  the  amplitude  of  the  eight-year  cycle, 
far  from  being  3.45,  is  only  1.45.  The  method  is  demon- 
strably false.  Suppose  our  crude  data  formed  the  ordinates 
of  a  perfect  cycle  whose  period  was  eight  years.   Now  suppose 

9.  Quarterly  Jooraal  of  Eeonomies,  AugiMt,  1921,  p.  082. 
1.  niidMP.025. 
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based  upon  a  real  periodicity  in  nature  increases  in  proportion 
to  the  squares  of  the  relative  amplitudes  of  the  cycles.  This 
may  be  accepted,  but  it  should  be  remembered  that  it  is  only 
a  probability,  not  a  demonstrated  fact.  I  shall  presently 
show  that  the  amplitude  may  be  very  considerable  in  a  case 
where  it  is  practically  certain  that  no  periodicity  in  nature 
exists,  and  in  the  case  before  us  of  Sauerbeck's  index  numbers 
I  shall  show  that  it  is  doubtful  whether  a  certain  cycle  of 
considerable  amplitude  represents  a  real  periodicity.  The 
fit  of  a  Fourier  cycle  becomes  convincing  only  when  the 
reasoning  proceeds  in  the  opposite  direction.  Let  some 
periodicity  in  nature,  such  as  sim  spots  or  the  conjunctions 
of  Venus,  be  firmly  established  by  independent  reasoning, 
and  let  some  causal  relation  based  upon  known  ph3r8ical 
principles  be  shown  to  exist  between  these  phenomena  and 
the  phenomena  imder  investigation,  then  an  identity  of 
Fourier  cycles  of  large  amplitude  becomes  strong  corrobora- 
tive evidence  of  the  correctness  of  our  reasoning.  Having 
established  the  rainfall  cycle  we  may  proceed  to  crop  yield 
and  business  cycles.  This,  indeed,  in  the  main  is  the  method 
pursued  by  Professor  Moore,  except  that  he  does  not  discuss 
the  alleged  cosmic  cause,  conjunctions  of  the  planet  Venus, 
until  all  of  the  other  derived  cycles  have  received  attention. 
To  discover,  so  far  as  could  be  discovered  by  merely  in- 
vestigating for  amplitude,  the  probability  that  the  Sauerbeck 
index  numbers  represented  real  periodicities  in  nature,  I 
availed  myself  to  a  considerable  extent  of  the  advantages 
which  a  graphical  method  affords  of  suggesting  conclusions 
to  the  eye,  afterwards  checking  these  conclusions  by  a  mathe- 
matical analysis.  I  plotted  the  crude  data  as  shown  in 
Figure  1.  A  general  downward  trend  is  clearly  discernible 
for  the  whole  period  from  1818  to  1913.  To  investigate  for 
cycles  it  seemed  desirable  to  eliminate  this  trend.  I  accord- 
ingly fitted  a  straight  line  to  the  crude  data  by  the  method  of 
least  squares  and  then  referred  the  price  curve  to  this  trend 
as  an  axis  of  abscissas  as  shown  in  Figure  2.  Inspection  of 
the  diagram  now  makes  it  apparent  that  the  whole  period 
covers  approximately  two  major  cycles  of  prices.    Beginning 
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decreasing  as  the  interval  of  separation  between  the  terms 
correlated  was  greater  or  less  than  fifty-four.  At  fifty-four 
the  result  was  r  =  0.5725.  This  led  me  to  believe  that  the 
first  major  cycle  of  best  fit  was  one  with  a  period  of  fifty-four 
years.  I  accordingly  computed  by  Fourier's  formula  its 
equation  (y  =  100  +  12.429  «tn  (122°  51'  +  6°  40^  0)  and 
plotted  it  with  the  result  shown  in  Figure  2.  Again  referring 
the  data  to  this  sinusoid  as  an  axis  of  abscissas,  the  original 
data  assmned  the  form  shown  in  Figure  3.  Inspection  now 
led  me  to  suspect  a  cycle  of  about  nine  years  for  a  considerable 
portion  of  the  period,  tho  it  was  clear  that  at  the  beginning  a 
longer  cycle  of  some  nineteen  or  twenty  years  would  make  a 
better  fit  and  at  the  end  a  cycle  of  shorter  period  —  about 
seven  years.  I  tried  correlating  by  Pearson's  formula  each 
term  with  its  seventh,  its  eighth,  its  ninth,  its  tenth,  and  its 
eleventh.  The  ninth  gave  the  highest  correlation,  tho  even 
in  this  case  the  result  was  negative  (r  =  —  0.1102).  As 
it  was  larger  than  any  of  the  others,  however,  I  tried  fitting 
a  nine-year  cycle  to  the  crude  data  and  obtained  the  equation 
y  =  101.3  +  4.143  sin  (55°  53'  +  40°  t).  The  curve  was 
then  plotted  with  the  result  shown  in  Figure  3.  Now  it  will 
be  observed  that  beginning  about  1845  and  continuing  to 
about  1903  the  nine-year  cycle  follows  the  ups  and  downs  of 
the  crude  data  with  clinging  fidelity.  For  the  first  twenty- 
seven  years,  however,  and  at  the  end  of  the  curve  the  fit  is 
poor.  Indeed,  there  may  be  said  to  be  no  fit  at  all.  Yet  the 
Fourier  formula  for  the  whole  period  developed  a  cycle  of 
very  considerable  amplitude  (4.143),  a  value  considerably 
larger  even  than  that  obtained  by  an  erroneous  method 
which  Professor  Moore  accepted  as  indicating  a  real  cycle 
of  eight  years  (3.45)  and  nearly  three  times  as  large  as  that 
which  he  shows  in  his  table  on  page  525  to  be  the  true  ampli- 
tude of  the  eightryear  cycle  (\/2.12  «  1.45).  If  the  squares 
of  these  amplitudes  are  compared  (and  it  will  be  remembered 
that  it  is  the  squares  which  Professor  Schuster  regards  as 
significant)  the  evidence  in  favor  of  the  nine-year  cycle  is 
even  more  pronounced.  Nine-year  cycle,  17.164;  eight-year 
cycle  (erroneous  method),  11.902;    (correct  method),  2.12. 
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To  show  that  in  the  case  of  a  series  of  crude  data  so  chosen 
as  to  preclude  the  possibility  of  a  true  periodicity  in  nature, 
the  Fourier  analysis  may  yet  aeem  to  indicate  such  a  period- 
icity, the  following  experiment  was  tried.  A  die  was  thrown 
fifty  times  and  the  niunber  of  pips  on  the  face  falling  upper- 
most was  plotted  after  each  throw.  To  preclude  any  juggling 
for  results  the  first  fifty  throws  were  taken.  The  curve  was 
fitted  to  a  straight  line  trend  by  the  method  <rf  least  stjuares, 
and  then  to  cycles  of  five  years,  as  shown  in  Figures  4  and  5. 


PioDBB*.    Gnpholfittr  llirawiwithBiliguidtniHl,v-4.*e-0.03BlSt. 
Fimna  B.    Onpb  of  fifty  Ihran  with  a  dls  plotud  to  tnnd  ■■  to  aui  of  ■Imlmi 
Ukd  fltMd  wltb  fin yau  e^a,  ■  -lO+OH  iln  (80* 31'  +  4*4). 

The  double  amplitude  of  the  cycle  as  compared  with  the 
extreme  range  of  the  crude  data  was  very  nearly  as  great  as 
in  the  case  of  the  nine-year  price  cycle  just  discussed.  Die- 

•mall  *«1(W  of  the  protiabb  anor  (O.OUB),  and  tba  obaamd  doae  Bt  at  tba  etiiT*  to  tba 
eruda  data  iadiiiata  a  rdatioo  ■>  nkiaa  ai  almott  to  pnoluda  anddant.  If  ai  auHWtad 
in  lbs  dloalBa  panciapb  bualnwa  and  ptlo*  aroln  aca  do*  to  oraUaal  ramunooB  in 
uaaa  pardialatj  raanttat  throach  naiitBliatki  prodnstlaB,  It  appaara  M  tbo  dorins  thli 
pniod  of  naariy  dity  jraaia  tha  paycihok^  aaqnaiisa  lan  ita  enin*  la  Bint  raan.  Tba 
dlacraia  ainiiata  to  the  aye  a  tendiwy  lor  tba  ejtU  ■ndtaU)'  t«  ■bortaa.  Pratlw  to 
18U  tba  period  la  Unaar  than  slaa  rean  and  after  ISOO,  Um  thaa  ntaw  jrttn.  Tba 
■■nH^t**^*  alee  tenda  to  frow  laiB.  At  any  rate  the  dlaczmm  [■  anMfiaatlT  PIIBiaOia 
to  tail  (or  a  more  detailed  etudy  (baa  oaa  be  civan  to  It  in  tba  BOmpeH  of  a  rerlaw. 

It  mar  be  noted  that  in  th«  OOM  el  laterel  pfleie  in  the  United  SUtM  (IS7D-IB10) 
tha  niBe-year  oyde  ahond  the  beet  lit.  Sea  Quartarlr  Jovaal  al  Beonoa>i«»  Hajr. 
1915.  pp.  SU-SS7. 
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The  necessity  of  demonstrating  some  such  basis  in  the 
physical  miiverse  is  made  more  apparent  by  the  test  of  the 
die  throws  given  above.  A  cycle  of  fairly  good  fit  was  dem- 
onstrated for  a  period  comparable  to  fifty  years  of  rainfall. 
Yet  the  fall  of  a  die  is  pure  chance.  It  might,  therefore,  well 
happen  that  a  cycle  of  large  amplitude  should  adjust  itself 
to  the  rainfall  for  a  considerable  niunber  of  years  and  yet 
the  annual  rainfall  be  dependent  upon  chance.  Another 
selected  period  might  show  a  cycle  of  very  different  ampli- 
tude and  wave  length,  or  no  cycle  at  all.  Such  a  situation  is 
clearly  suggested  in  the  analysis  of  Sauerbeck's  index  num- 
bers. The  nine-year  cycle  made  a  remarkably  good  fit  for 
fifty  years,  but  no  fit  at  all  before  or  thereafter.  The  law 
govemmg  price  mdex  numbers  from  year  to  year  may,  so 
far  as  the  diagram  proves  anything,  be  the  law  of  chance. 

If,  however,  a  recurring  sequence  of  an  astronomical 
character  can  be  demonstrated  and  a  causal  relation  between 
it  and  terrestrial  phenomena  shown  to  exist,  the  case  is  much 
strengthened.  It  is  a  merit  of  the  11.4-year  cycle  for  rain- 
fall that  it  correlates  with  the  sun-spot  cycle  generally  ac- 
cepted by  astronomers.  The  observed  effect  upon  terrestrial 
magnetic  and  electrical  phenomena  suggests  that  there  is 
a  causal  relation  in  some  directions  but  the  matter  cannot 
yet  be  said  to  have  been  cleared  up. 

Professor  Moore  has  recognized  the  need  of  an  astronomical 
basis.  In  his  contribution  to  the  November  issue  of  the 
Quarterly  Journal  of  Economics  he  proposes  such  a  basis  for 
the  rainfall  cycle  in  the  conjunctions  of  Venus.  He  explains 
at  some  length  the  motions  of  the  planet  relatively  to  the 
earth,  and  lays  stress  upon  the  peculiar  climate  of  Venus, 
due  to  the  fact  that  its  axial  rotation  synchronizes  with  its 
orbital  period  of  revolution,  as  having  a  possible  effect  upon 
terrestrial  rainfall.  In  seeking  an  astronomical  cause  he  is 
on  the  right  track,  but  before  the  Venus  theory  can  be 
taken  seriously,  it  is  incumbent  upon  him  to  explain  in 
much  more  detail  the  process  by  which  either  the  conjunc- 
tions or  the  meteorological  conditions  of  Venus  can  affect  the 
earth.    The  earth's  meteorological  phenomena  are  undoubt- 
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THE  AMERICAN  RAILROAD  PROBLEM:   A  REPLY 

The  avowed  and  manifest  purpose  of  The  American 
Railroad  Problem  was  to  present  a  comprehensive  analysis 
of  the  economics  of  raihroad  transportation  in  the  United 
States  from  the  standpoint  of  public  policy.  The  inclusion 
of  the  sub-title  "A  Study  in  War  and  Reconstruction"  dis- 
closes the  fiu*ther  fact  that  special  emphasis  was  to  be 
placed  upon  recent  developments  in  railroad  operation  and 
regulation.  In  view  of  these  circumstances,  it  was  found 
necessary,  in  the  first  place,  to  present  the  outstanding  facts 
of  this  recent  experience  —  particularly  to  indicate,  analyze, 
and  interpret  the  ''problems,  policies,  activities,  and  re- 
sults which  emerged  in  the  war  administration  of  the  rail- 
roads"—  and  to  describe  and  discuss  the  new  legislation 
over  which  this  war  experience  exerted  a  large  influence. 
In  the  second  place,  it  was  deemed  essential,  on  the  con- 
structive side,  to  go  beyond  the  mere  discussion  of  rates  and 
financial  adjustments,  and  to  include  a  consideration  of 
public  as  against  private  management  in  the  railroad  indus- 
try, multiple  corporate  ownership  and  operation  as  against 
a  policy  of  deliberate  imification,  the  positive  goal  of  achiev- 
ing an  adequate  and  eflScient  transportation  system  as 
against  the  mere  negative  removal  of  ''outrag^us"  abuses 
in  rates  and  service,  the  maintenance  of  continuity  in  the 
railroad  service  through  the  recognition  of  labor  relation- 
ships in  the  normal  regulative  process  as  against  chaotic 
and  ineffective  adjustment  of  labor  controversies  through 
temporary  extra-regulative  agencies.  On  this  basis  an  at- 
tempt was  made  to  discover  the  interdependence  between 
the  various  capital  issues  raised,  and  to  present  the  whole 
as  a  unified  public  problem. 

While  it  is  not  the  object  of  this  note  to  discuss  standards 
of  scientific  criticism,  it  is  perhi^  worthy  of  at  least  passing 
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and  machinery  for  the  regulation  of  the  carriers.  There  is 
no  characteristic  methodology,  apparently,  for  the  study 
of  social  as  distinct  from  physical  science.  The  facts  of 
social  science  are  assumed  to  be  as  simple  and  as  objective 
as  those  of  natural  science.  The  complexities  of  economic 
relationships  (as  applied  to  functioning  groups  and  classes 
rather  than  to  the  mere  production  '^ factors"  of  economic 
theory),  the  influence  of  the  prevailing  social  psychology, 
the  obstacles  of  the  dominant  political  philosophy,  the  cur- 
rents of  opinion  in  which  these  social  facts  find  expression, 
all  seemingly  make  no  contribution  to  the  economist's 
formulation  of  the  demands  of  public  policy.  History  and 
experience,  according  to  this  conception,  are  things  apart; 
they  neither  help  to  explain  present  difliculties,  nor  do  they 
provide  a  basis  for  the  solution  of  future  maladjustments. 
The  economist  is  a  repository  of  a  natural  and  absolute 
truth,  even  in  matters  involving  public  problems  and  prac- 
tical adjustments,  which  may  be  deduced  through  abstract 
reasoning,  if  sufl&ciently  incisive  and  refined,  in  complete 
detachment  from  the  embarrassing  forces  of  social  living. 
Has  not  this  very  detachment  from  the  social  reaUties, 
tangible  and  intangible,  rather  than  any  flagrant  unsound- 
ness in  fundamental  analysis  of  principles,  contributed  most 
to  the  frequently-lamented  sterility  of  the  efforts  of  econ- 
omists to  mold  the  direction  of  public  policy  in  large 
matters  of  vital  public  concern? 

But  the  writer  was  constrained  to  present  this  note,  not 
by  way  of  defense  of  his  book  against  the  general  judgment 
of  the  reviewer,  but  primarily  because  of  the  fundamental 
issues  raised  by  him  with  reference  to  ''the  author's  under- 
lying philosophy  regarding  the  basis  of  rate  reasonableness." 
Frofeaaor  Brown's  conclusion  is  stated  as  follows:  ''It  is  in 
his  study  of  rate  standards  and  rate  regulation  that,  the 
reviewer  believes,  Professor  Sharfman  has  most  signally 
failed  in  the  adequacy  and  convincingness  of  his  analysis. 
Indeed,  the  reviewer  believes  the  solution  offered  to  be 
fundamentally  imsound."  The  imsoundness  of  the  solu- 
tion, in  his  opinion,  rests  on  two  grounds:  first,  be  believes 
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occurs,  to  tax  it  altogether  out  of  existence,  even  to  tax 
land  values  in  general  at  so  high  a  rate  as  to  appropriate 
all  economic  rent  for  public  purposes."  But  to  insist,  in 
connection  with  the  specific  problem  of  railroad  rate  regula- 
tion, that  unless  the  "single  tax"  program  or  a  general 
extension  of  ''special  land-value  taxation"  is  approved,  it 
is  unsound  to  advocate  the  denial  of  the  unearned  increment 
in  land  values  to  corporations  engaged  in  the  performance 
of  a  public  service,  appears  to  suggest  an  absence  rather 
than  a  mere  suppression  of  logic. 

What,  concretely,  are  the  objections  offered  to  ''doing 
away  with  the  unearned  increment  of  railway  land  while 
allowing  owners  of  land  used  in  all  other  ways  to  enjoy  such 
an  increment?"  First,  it  is  claimed  that  such  a  policy 
would  operate  to  prevent  railroad-building.  If  prospective 
builders  of  railroad  lines  know  that  they  cannot  enjoy  the 
gains  to  be  derived  from  the  unearned  increment  in  land 
values  which  they  would  be  permitted  to  receive  in  connec- 
tion with  other  uses  of  such  land,  "they  will  prefer  some 
other  use  or  uses."  There  appears  to  be  an  assumption 
here  that  the  owners  of  land  are  themselves  necessarily  the 
builders  or  owners  of  the  future  railroad  property,  and 
hence  exercise  a  deliberate  choice  between  alternative  uses. 
There  seems  to  be  a  complete  failure  to  recognize  that  com- 
mon carriers  may  exercise  the  sovereign  right  of  eminent 
domain.  There  is  a  clear  implication  that  the  possibility 
of  return  through  the  unearned  increment  on  the  land  itself, 
as  a  separate  element,  is  the  determining  factor  in  influenc- 
ing the  direction  of  capital  commitments,  rather  than  the 
adequacy  of  the  financial  return  on  the  investment  as  a 
whole.  The  principles  governing  valuation  for  purposes  of 
condemnation  are  confused  with  those  governing  valuation 
for  rate<4naking  purposes.  The  denial  of  the  unearned  in- 
crement in  the  latter  case,  after  the  land  has  been  acquired 
by  the  carrier  and  has  become  railroad  property,  does  not 
prevent  or  invalidate  the  purchase  of  land  by  a  railroad 
company  "at  a  price  as  high  as  would  probaJ[>iy  have  to 
be  paid  for  it  by  persons  intending  to  use  it  otherwise." 
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always  be  maintained^  regardless  of  the  ability  of  the  com- 
munity to  bear  the  charges  essential  to  produce  it.  Trans- 
portation agencies  are  not  economically  advantageous  from 
the  public  standpoint  luiless  the  service  which  they  render 
is  of  sufficient  importance  to  the  community  to  enable  them 
to  pay  their  way.  Under  any  circumstances,  there  is  neither 
need  nor  obligation  to  provide  compensation  for  ''the  to- 
be-expected  increased  value  of  their  land."  Competition 
for  capital  by  other  enterprises  would  be  met  by  adjusting 
the  rate  of  return,  in  direct  response  to  the  capital  needs  of 
the  railroad  industry  and  the  conditions  of  the  money  mar- 
ket, and  not  by  inflating  the  valuation  base  for  reasons 
wholly  independent  of  the  performance  of  the  transporta- 
tion service.  Under  a  system  of  private  ownership  of  rail- 
roads, the  rewards  to  capital  must  be  sufficiently  liberal 
to  maintain  the  industry  in  competition  with  alternative 
demands  for  industrial  investment,  the  relative  stability 
of  income  and  risk  of  loss  being  taken  into  account;  but 
investors  in  railroad  securities  are  concerned  with  the  in- 
come 3deld  of  their  capital  commitments,  and  not  with  the 
speculative  gains  arising  out  of  land  ownership.  And  in  a 
public  service  industry  like  railroad  transportation,  the 
recognition  by  public  authority  of  such  speculative  claims 
for  their  own  sake  constitutes  a  subversion  of  the  function 
of  the  state  to  provide,  directly  or  indirectly,  modem  high- 
way facilities. 

But  the  relative  merits  of  actual  cost  and  cost  of  repro- 
duction as  standards  of  valuation  for  rate-making  purposes 
are  not  confined  to  differences  in  treatment  of  appreciation 
of  land  values.  The  value  of  railroad  property,  under  each 
of  these  methods,  is  also  affected  by  changing  unit  prices 
of  labor  and  materials  embodied  in  railroad  plant  and  equip- 
ment, and  by  the  degree  of  recognition  accorded  to  intan- 
gibles. The  writer's  contention  that,  for  the  future,  ''actual 
cost  of  the  property  used  in  the  transportation  service,  or 
actual  investment  committed  to  railroad  enterprise,  when 
honestly  and  prudently  made,  constitutes  the  natural  basis 
for  the  computation  of  the  fair  rate  of  return  to  which  those 
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recognition  of  this  concept,  and  the  cost  of  reproduction 
method  which  has  be^i  given  primary  consideration  in  its 
development,  are  largely  the  creation  of  legal  reasoning, 
and  not  of  economic  analysis.  The  failure  of  our  legislatures 
to  define  specific  standards  by  which  the  reasonableness  of 
rates  is  to  be  tested  led  to  the  judicial  enunciation  of  the 
''fair  value"  concept;  the  traditional  preoccupation  of 
our  courts  with  private  property  rights,  and  the  dominantly 
individualistic  temper  of  the  conunon  law,  led  to  an  over- 
emphasis of  competitive  considerations  in  an  industry 
natm^y  monopolistic. 

The  avowed  basis  of  the  cost  of  reproduction  theory,  as 
presented  by  its  advocates,  is  a  competitive  basis.  In  sup- 
porting this  theory  for  railroad  valuation  Professor  Brown 
says:  "However  high  may  have  been  the  necessary  cost  of 
a  plant  in  a  given  competitive  business,  prices  of  the  goods 
produced  cannot  be  kept  high  if  new  concerns  can  construct 
equivalent  plants  at  low  cost.  And  on  the  other  hand, 
however  low  the  amount  which  concerns  already  in  such 
a  business  had  to  pay  for  necessary  real  estate  and  equip- 
ment, if  the  cost  to  new  entrants  is  high,  these  new  concerns 
will  not  come  in  unless  they  expect  to  be  able  to  charge 
prices  conunensurate  with  the  present  cost  of  plant."  In 
the  first  place,  such  reasoning  would  normally  support  cost 
'  of  replacement  as  a  basis  of  valuation  rather  than  cost  of 
reproduction  —  that  is,  the  cost  of  producing  a  plant  capable 
of  rendering  an  equivalent  service,  rather  than  the  cost  of 
reproducing  the  identical  units  of  the  existing  plant.  These 
two  valuations  do  not  necessarily  come  to  the  same  result. 
Both  single  roads  and  raihx)ad  S3rstems  as  they  exist  today 
are  the  outcome  of  long  periods  of  growth  and  development. 
On  a  strictly  competitive  basis,  there  is  no  reason  for  sad- 
dling upon  the  public  in  perpetuity  the  burdens  of  unsound 
judgment  or  mistaken  experimentation  in  the  location  or 
construction  or  equipment  of  the  line.  The  cost  of  replace- 
ment, however,  involves  highly  conjectural  estimates  based 
upon  widely  speculative  judgments,  and  r^^ulating  author- 
ities shrink  from  entering  upon  so  uncharted  a  field.    But 
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essentially,  if  in  lesser  degree,  the  cost  of  reproduction 
method  involves  a  similar  smrender  to  mere  speculation. 
It  assumes  a  complete  extinction  of  the  railroad  property 
under  valuation,  without  any  corresponding  modification 
of  the  external  circumstances  and  conditions  (as  to  land 
values,  prosperity  of  the  community,  price  levels,  etc.) 
for  which  the  existence  of  the  railroad  line  may  have  been 
in  large  part  responsible.  It  has  been  said  with  much  truth 
that  the  ''reproduction  theory  contemplates  an  imaginary 
community  in  which  an  imaginary  corporation  makes 
imaginary  estimates  of  the  cost  of  an  imaginary  railroad," 
and  that  it  involves  ''the  estimates  of  engineers  as  to  what 
it  will  cost  to  buy  land  that  will  never  be  bought  again,  to 
duplicate  property  that  will  never  have  to  be  duplicated, 
and  to  build  up  a  business  that  will  never  again  have  to  be 
developed."  * 

Fundamentally,  the  pernicious  defect  of  the  reasoning 
that  supports  the  cost  of  reproduction  theory  arises  from  a 
confusion  between  competitive  conditions  and  conditions 
of  monopoly  —  from  an  attempt  to  think  monopoly  and 
competition  at  the  same  time.  The  railroads  are  allowed  to 
enjoy  the  status  of  monopoly,  and  at  the  same  time  are 
assimied  to  be  subject  to  the  normal  exigencies  of  com- 
petitive pressure.  There  is  a  failure  to  recognise  the  moral 
certainty  not  only  that  the  existing  plant  will  never  be  re- 
produced as  such,  but  that  no  such  plant  will  ever  be  created 
in  competition  with  the  existing  plant.  To  think  and  argue 
in  competitive  terms  (whether  the  conclusion  leads  to  cost 
of  replacement  or  to  cost  of  reproduction  as  the  valuation 
base)  is  to  run  counter  to  the  realities  of  the  situation.  By 
all  standards  of  sound  economic  analysis,  railroads  are 
admittedly  natural  monopolies;  and  they  are  largely  monopo- 
listic in  fact,  in  spite  of  the  many  legal  obstacles  that  have 
in  the  past  been  designed  to  retard  tins  natural  tendency 
to  monopoly.  Under  the  recent  legislation  there  is  a  de- 
cided rapprochmerU  between  the  econcmiic  demands  of  the 

3.  B.  W.  Bemk,  in  the  Prooeedinct  ol  Um  NatioiiAl  AMOciation  ol  Railway  Cobh 
mlMJonura,  1918. 
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situation  and  the  legal  status  of  the  raihx)ad  industry:  co- 
operative efforts  are  legalized,  extensions  and  abandonments 
are  made  subject  to  public  approval,  consolidation  into  large 
systeniB  is  recognized  as  desirable  and  actively  encouraged, 
and  the  construction  of  new  lines  is  made  to  depend  upon 
governmental  authorization  grounded  in  public  convenience 
and  necessity.  For  the  future,  then,  imder  conditions 
that  are  dominantly  monopolistic,  actual  cost  constitutes 
the  natural  valuation  standard  for  purposes  of  rate-making. 
If  the  price  of  the  transportation  service  under  a  system  of 
public  regulation,  in  order  to  achieve  as  nearly  as  possible 
the  result  attained  in  private  industry  through  competition, 
should  normally  approach  cost  of  production,  then  the 
capital  cost  of  the  service  that  constitutes  one  element  of 
such  cost  of  production  is  much  more  truly  reflected  by 
actual  cost  than  by  reproduction  cost  as  a  basis  of  valua- 
tion; for  railroad  systems  are  developed  rather  than  created 
outright,  and  hence  no  momentary  capital  cost,  such  as  is 
attained  through  the  reproduction  cost  method,  corre- 
sponds to  the  capital  cost  which  may  legitimately  be  in- 
cluded, even  by  imputation,  in  the  cost  of  the  service.  The 
actual  cost  theory,  on  the  other  hand,  accepts  the  effective 
sacrifice  of  the  investor,  over  a  period  of  time  which  cor- 
responds to  the  duration  of  the  ph3rsical  upbuilding  of  the 
plant,  as  the  basis  for  the  computation  of  the  fair  rate  of 
return;  and  this  rate  of  return,  under  a  system  of  private 
ownership,  can  and  should  be  so  adjusted  as  to  afford  such 
incentive  as  is  necessary  to  stimulate  efficiency  of  manage- 
ment, and  such  an  income  yield  as  will  maintain  the  credit 
of  the  carriers  as  affected  by  the  capital  needs  of  the  trans- 
portation service  and  the  general  movements  of  the  money 
market  for  fixed  investments. 

In  the  light  of  the  foregoing  differences  of  outlook  and 
policy,  and  in  view  of  limitations  of  space,  it  is  unnecessary 
to  undertake  a  detailed  discussion  of  the  second  of  the  two 
problems  raised  by  the  reviewer  —  the  question  of  recaptur- 
ing excess  earnings  and  of  encouraging  railroad  consolida- 
tions.   These  policies,  which,  in  their  essence,  have  been 
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incorporated  in  the  Transportation  Act  of  1920  and  have 
been  recognized  by  most  thoughtful  students  of  the  raibxMul 
problem  as  constituting  constructive  advances  in  the  field 
of  public  control,  are  challenged  by  Professor  Brown,  partly 
because  he  fails  to  give  due  recognition  to  the  equity  of  the 
public  in  the  railroad  industry,  and  partly  because  he  en* 
visages  the  American  railroad  net  as  a  rigid  organization 
consisting  of  a  large  number  of  distinct  railroad  corporations 
rather  than  as  a  single  transportation  system.    Neither  in 
purpose  nor  in  probable  effect  does  the  excess  earnings  pro- 
posal involve  the  subsidizing  of  less  favored  r^ons  by  more 
favored  ones.    Insofar  as  d^ering  advantages  are  equalized 
under  om:  transportation  S3rstem,  the  situation  is  an  out- 
come of  the  rate  structure  —  of  the  disregard  of  distance  in 
the  adjustment  of  the  relativity  of  rates  —  rather  than  of 
the  adjustment  of  the  general  level  of  charges.    The  excess 
earnings  provisicMis  do  not  contemplate  the  artificial  support 
of  weak  roads  that  are  not  needed,  nor  the  increase  of  rates 
for  those  of  them  that  are  needed  above  a  reasonably  re- 
munerative level.     On  the  contrary,  their  purpose  is  to 
divert  part  of  the  surplus  earnings  of  the  strong  roads  — 
surplus  earnings  that  arise  out  of  a  rate  level  that  is  deemed 
fair  and  reasonable  for  the  ordinary  lines.    If  the  level  of 
charges  were  so  adjusted  as  to  yield  a  reasonable,  and  not 
more  than  a  reasonable,  return  to  the  strong  roads,  the 
country  would  be  deprived  of  the  necessary  service  of  the 
weaker  lines;  the  alternative  policy  is  to  allow  a  reasonable 
return  for  the  roads  as  a  whole,  or  in  naturally  delimited 
rate  groups,  and  to  recognize  the  equity  of  the  public  in 
the  surplus  earnings  that  emerge  in  case  of  the  stronger 
roads.    These  roads  are  entitled  to  a  fair  return  on  their 
investment,  which  fair  return,  for  the  protection  of  the  serv- 
ice, must  be  sufficiently  liberal  to  stimulate  efficient  manage- 
ment and  maintain  railroad  credit;    but  the  earnings  in 
excess  of  such  a  fair  return  should  be  equitably  vested  in 
the  public,  if  the  r^^ulative  process  is  to  be  effective  and 
monopolistic  exploitation  is  to  be  averted.    In  summary 
form,  the  argument  has  been  stated  as  foUows:   "Federal 
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authority  to  regulate  railroad  rates  is  unquestioned  and 
plenary,  and  its  duty  does  not  extend  beyond  allowing  a 
fair  return  on  the  accepted  value  of  the  railroad  property; 
but  competitive  rates  must  necessarily  be  uniform,  and 
such  uniformity  inevitably  leads  to  excess  earnings  for  some 
of  the  carriers;  the  public,  therefore,  is  equitably  entitled 
to  such  earnings  as  exceed  a  fair  return,  and  it  is  desirable 
that  the  public  claim  be  made  effective;  the  recapture  of 
excess  earnings,  then,  and  their  devotion  to  the  public  use 
in  the  transportation  service,  is  but  a  device  appropriate 
to  the  attainment  of  a  socially  desirable  end." '  It  is  to  be 
noted,  moreover,  that  this  process  does  not  involve  a  diver- 
sion of  ''some  of  the  large  returns  of  prosperous  roads  into 
a  subsidy  for  weaker  roads."  The  policy  as  advocated,  and 
as  incorporated  in  the  new  legislation,  contemplates  the 
creation  of  a  reserve,  out  of  the  excess  earnings  recaptured 
by  the  government,  for  the  extension  of  loans  to  carriers 
and  for  the  purchase  and  lease  of  equipment  —  in  other 
words,  for  the  support  of  the  transportation  service  as  a 
whole.  In  like  manner,  the  policy  of  deliberately  encourag- 
ing railroad  consolidation  (or,  better,  compelling  such 
consolidation)  finds  its  source  in  the  need  of  welding  om: 
many  railroad  lines  into  a  codrdinated  transportation  sys- 
tem. Primarily,  the  motive  for  unification  is  to  secure 
greater  operating  efficiency  —  to  bring  about  a  fuUer  and 
more  flexible  utilization  of  plant  and  equipment,  through 
the  subordination  of  corporate  advantage  to  common  trans- 
portation needs;  but  a  plan  of  orderly  consolidation  is 
bound  to  combine  some  of  the  weaker  roads  with  the  stronger 
lines,  to  lessen,  if  not  eliminate  entirely,  the  startling  con- 
trasts in  earnings  between  prosperous  and  poor  roads  that 
are  inevitable  under  a  system  of  multiple  corporate  owner- 
ship, and  hence,  in  the  course  of  time,  to  render  less  im- 
portant the  question  of  the  emergence  and  disposition  of 
excess  earnings.  Unless  the  essentially  public  character  of 
the  transportation  function  is  clearly  recognized  in  these 
financial  adjustments,  and  unless  the  goal  of  achieving  an 

8.  The  Amerioan  RaOroAd  Problam,  p.  809. 
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in  a  dynamic  society.  Nevertheless,  any  stabilizing  of  the 
effect  of  those  factors  which  are  incidental  to  production 
(such  as  freight  charges)  will  tend  to  allow  the  success  of  the 
individual  productive  industry  to  depend  upon  its  own  effi- 
ciency and  value  to  society. 

During  the  period  of  rapid  advancement  in  the  scale  both 
of  wages  and  prices  it  was  obviously  proper  that  freight  rates 
should  be  increased  over  those  in  force  prior  to  1914.  An 
advance  of  25  per  cent  in  Jime,  1918  was  accepted  by  the 
public  in  general  as  an  adjustment  clearly  in  keeping  with 
conditions.  On  the  other  hand,  when  a  second  advance  of 
35  per  cent  over  the  1918  rate  was  announced  for  August, 
1920  conditions  had  changed;  prices  paid  to  farmers  were 
declining,  wages  had  ceased  to  rise,  interest  rates  were  lower- 
ing, wholesale  prices  were  breaking  in  almost  all  lines.  These 
disturbing  factors  affected  different  industries  in  varying 
degree  and  therefore  the  flat  percentage  increase  in  freight 
rates  was  harder  for  some  industries  to  bear  than  it  was  for 
others. 

Freight  advances  that  are  based  on  equal  percentage  in- 
creases cannot  result  in  the  same  distribution  of  the  freight 
burden  as  existed  before  the  change,  and  for  at  least  two 
reasons,  namely: 

First,  different  industries  are  alwa3rs  affected  to  varsring 
degrees  by  the  conditions  that  have  led  up  to  the  change  in 
freight  rates.  For  ibia  reason,  altho  the  original  rate  may 
have  been  based  on  an  equitable  distribution  of  the  burden, 
the  increased  rate  may  be  exhorbitant  in  some  instances. 
Most  agricultural  products  fell  in  price  more  rapidly  during 
1919-20  than  did  other  commodities  and  a  correspondingly 
heavy  load  was,  therefore,  placed  upon  them  by  the  freight 
advance  of  August,  1920.  This  is  a  matter,  however,  of 
constantly  shifting  ground;  if  it  were  considered  in  the  ad- 
justment of  freight  rates  it  might  lead  to  endless  changes  of 
schedule. 

Second,  freight  charges  represent  different  proportions  of 
the  total  cost  of  various  commodities.  Obviously,  any  change 
in  freight  rates  will  more  noticeably  affect  supply  prices  in 
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value,  while  with  citrus  fruits  it  was  24.4  per  cent.  The  actual 
increases  became  one-half  cent  a  pound  for  beans  and  75 
cents  a  box  for  citrus  fruits. 

It  is  evident  from  the  above  figures  that  the  supply  cost  of 
citrus  fruits  was  affected  to  a  greater  extent  than  was  that  of 
beans  by  the  readjustment  of  freight  rates.  This  lack  of 
uniformity  has  been  most  strikingly  illustrated  by  the  presi- 
dent of  the  California  Fruit  Grower's  Exchange  *  in  a  com- 
parison of  the  increased  charge  per  acre  of  crop.  On  this 
basis,  the  bean  crop  had  to  pay  $6.40  per  acre  more  for  freight 
than  formerly,  while  the  citrus  industry  paid  an  additional 
$149  per  acre  to  the  railroads.  It  is  pointed  out  that 
$149  capitalized  at  6  per  cent  gives  a  simi  of  nearly 
$2500,  or  over  twice  the  cost  of  developing  bearing  or- 
chards five  years  ago.  In  the  case  of  beans  a  6  per  cent 
capitalization  of  the  freight  increase  amoimts  to  just  over 
one-half  the  present  value  of  the  land. 

The  cost  of  an  acre  of  citrus  orchard  so  greatly  exceeds  that 
of  an  acre  of  bean  land  that  a  fairer  comparison  may  be  made 
on  the  basis  of  freight  charged  for  each  $100  capital  in- 
vested in  the  farm. 

Freight  on  Pbgducf  fbom  Each  $100.00  Capital  Invested 

Bmiw  Citrus 

Rate  prior  to  June,  1918    $4.50  $19.10 

Increases  of  June,  1918  and  August,  1920 3.20  13.55 

From  the  above  figures  it  is  seen  that  if  the  producer  pays 
the  freight  the  citrus  grower  must  carry  4^  times  the  in- 
creased cost  in  proportion  to  his  capital  invested  as  compared 
with  the  bean  grower.  The  3.2  per  cent  on  investment,  ab- 
sorbed by  the  increased  freight  in  the  case  of  beans,  would  take 
nearly  all  the  return  on  capital  which  any  agricultural  enter- 
prise can  hope  to  average;  the  13.5  per  cent  on  investment 
taken  by  the  increased  freight  on  citrus  is  more  than  any  agri- 
cultural product  can  stand  without  an  offsetting  increase  in 
consumer's  price.  Obviously,  if  the  grower  had  to  pay  the  full 

2.  C.  C.  Tmcm,  *'ReUtion  of  Freicht  lUtoi  to  CaUfornk't  TVuli  Pkoduetion," 
CaUfonik  Citrocnpli,  toI.  ti,  No.  10.  p.  842. 
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usually  quite  inelastic.  Thia  has  been  markedly  the  case 
with  California  oranges  for  whenever  the  yield  has  been 
heavy  the  price  has  be«i  low.  The  relative  yields  and  prices 
during  the  post  eight  years  show  a  high  inverse  correlation, 
as  illustrated  in  the  accompanying  graph. 

This  behavior  strongly  suggests  that  any  attempt  to  raise 
orange  prices  to  cover  the  increased  freight  charges  would 
lead  the  consumer  to  substitute  locally  grown  apples  or  some- 
thing else  for  oranges.  The  farm  price  of  beans,  on  the  other 
hand,  seems  to  have  been  positively  correlated  with  the  Cali- 

Rei:.ativx  Yauta  and  Pricxs  of  Caufobkia  Cttbub  Faurra 

PacaaUc*  dsriafitn  fiam  u  naht-yiu  ntrrngt,  1918-14  to  IMO-Sl. 

-IfiO 

p 

Y  -140 


i»u-i4.  ■14--1S,  'it-n»,  nu-^u,  ■ir-'is.  is-'ifc  •!»-«,  ■»-'3i 

fomia  yield  during  the  past  eij^t  seasons  (r  -  +  .56);  that 
is,  a  larger  supply  was  consumed  when  prices  were  high  than 
when  tbey  were  low.  This,  however,  is  undoubtedly  due  to 
the  stimulation  erf  war  conditions  and  should  not  be  taken 
to  Diean  that  the  increased  frei^t  rate  will  be  paid  by  the 
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DkUVKBBD  PbICB  and  GoflT  OF  PBODUCnON  OF  ClTRTTS  FbUITB 

Pboducbd  from  Each  $100  Wobth  of  Land 
19ia-14  TO  1920-21.    Ybab  Ssft.-Aug. 


Tew 

DeHvend 
price 

Ccwtof 
fraicht 

Cortto 
hftiveel 
ftodeell 

Field 
ooeto 

Net  return 

on  $100 

capital 

19ia-14 

$33.85 

$12.70 

$7.30 

$13.20 

$1.65 

14-15 

33.50 

12.00 

6.60 

13.35 

1.55 

15-16 

39.08 

11.20 

7.70 

14.00 

6.18 

16-17 

46.70 

14.00 

10.90 

14.35 

7.45 

17-18 

36.50 

7.45 

6.20 

15.45 

7.40 

5-year  ave. 

38.12 

11.47 

7.70 

14.10 

• 

4.85 

1918-19 

58.50 

16.70 

12.70 

17.80 

11.30 

19-20 

62.10 

15.50 

13.90 

19.70 

13.00 

20-21 

74.50 

25.90 

17.90 

22.70 

8.00 

rxlattvs  movbmbnts  of  costb  and  profit  during  the 
Period  of  Incrbabing  Freight  Rates 

Cost  of  Net  return  on 

Year  frei^t         Field  cotta        flOOeapital 

5-year  ave.  1913-14  to  1917-18  100  100  100 

1918-19  146  126  232 

19-20  135  136  260 

20-21  226  161  161 

and  is  beside  the  point  in  the  present  problem.  The  signifi- 
cant fact  is  the  change  in  cost  of  freight  compared  with  the 
change  in  other  elements  of  cost.  The  field  costs,  over  which 
the  farmer  has  direct  control,  were  only  61  per  cent  greater  in 
1921  than  for  the  five-year  base  period  (1913-14  to  1917-18), 
while  freight  charges  were  increased  126  per  cent;  that  is  to 
say,  freight  charges  had  increased  more  than  twice  as  much 
as  field  costs.  Such  a  disproportionate  increase  in  freight 
costs  must  have  resulted  in  an  advantage  to  Florida  shippers 
as  against  Calirofnia  shippers  for,  as  ahready  pointed  out, 
freight  is  a  more  important  element  in  the  supply  price  of 
California  fruit. 

On  the  other  hand  the  delivered  price  which  was  actually 
paid  also  increased  more  than  the  farmers'  field  costs,  and 
just  as  much  as  the  total  cost  of  delivered  fruit.  Conse- 
quently the  net  returns  on  capital  in  192&-21  bore  the  same 
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The  conclusion  seems  evident.  If  "uniform"  freight  rate 
changes  are  intended  to  maintain  the  existing  equilibriimi 
between  commodities  and  localities  then  the  ''miiformity" 
must  be  proportioned  to  the  relative  part  which  freight 
diarges  play  in  total  supply  costs.  Otherwise  the  relative 
costs  of  commodities  will  be  shifted  with  every  change  in 
freight  rate  and  the  equilibrium  of  supply  and  d^nand  will 
constantly  need  to  be  reestablished. 

Roland  Vaile. 

UNiTBBsmr  or  Caufobnia. 
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